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HEALTH INQUIRY 
(Voluntary Health Insurance) 


TUESDAY, OCTOBER 13, 1953 


Hovse or RepresENTATIVES, 
CoMMITTEE ON INTERSTATE AND Foreign CoMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable John W. Heselton 
(acting chairman) presiding. 

Mr. Heseiron. The committee will please come to order. 

Before starting the formal part of the hearing, in behalf of the 
committee I want to welcome a group who are guests of the committee. 
Under the auspices of the American University there is being con- 
ducted what is known as the Washington semester program, a coop- 
erative program of 47 colleges and universities from all parts of the 
Nation. It is designed to give the students a realistic and firsthand 
knowledge of the operations of the National Government. They 
attend this hearing as one of the sessions of their seminar on govern- 
ment in action. They will later discuss what they see and hear at a 
further seminar session at the university. 

I might say to whoever is in charge of the program I am sure the 
committee will welcome having the results of that discussion. If they 
could be reduced to writing and sent to the committee, I am sure that 
the chairman and all of us will be very much interested. 

The students who will attend today are juniors and seniors chosen 
on an honor basis from Alfred University, Bethany College, Cornell 
College, Drew University, Earlham College, Grinnell College, Hunter 
College, Nebraska Wesley: in University, Park College, Rockford 
College, Sheppard College, Simpson College, Stetson University, 
Washington College, and Western Reserve University. 

As I said, I am very happy for the entire committee to welcome you 
here. I hope that you will get a lasting example of the method of 
so-called committee hearings, which is not frequently understood. 
I think almost all major legislation that passes through the House and 
Senate is substantially in the form in which the legislative commit- 
tees and the Appropriations Committee report such legislation. It is 
rare that a committee report is turned down by either the House or the 
Senate. 

Possibly, in order to make this particular hearing of more direct 
interest to you I should outline some of the jurisdiction of this com- 
mittee, which is the Committee on Interstate and Foreign Commerce. 

It is one of the oldest committees in Congress. I believe it was the 
third committee appointed after Congress became an institution. 

Under the provisions of the Reorganization Act of 1947 this com- 
mittee and other committees were given specific jurisdiction in certain 
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fields. The jurisdiction of this committee is among the broadest 
of any in the House. I will run over briefly its jurisdiction. 

First, interstate and foreign commerce generally. 

Second, regulation of interstate and foreign tr: ansport ition, except 
transportation by water not subject to the jurisdic tion of the Interstate 
Commerce Commission. . 

Third, a of interstate and foreign communications. 

Fourth, civil aeronautics. 

Fifth, W eather Bureau. 

Sixth, interstate oil compacts; and petroleum and natural gas, ex- 
cept on the public lands. 

Seventh, securities and exchanges. 

Eighth, regulation of interstate transmission of power, except the 
installation of connections between Government waterpower projects. 

Ninth, railroad labor and railroad retirement and unemployment, 
except revenue measures relating thereto. 

Tenth, public health and quarantine. 

ai. inland waterways. 

Twelfth, Bureau of Standards, standardization of weights and 
measures, and the metric system. 

I believe the first public health institution operated by the Federal 
Government was the building of a seamen’s hospital back in the last 
century. Since that time the Federal Government’s jurisdiction over 
a great many of the health institutions has been broadened and its 
interest in public health matters has been broadened. The hearings 
we have been holding so far have brought us up to date with testimony 
as to the great advances that have been made, not only through the 
medical profession, but through Government institutions and the 
people who are engaged particularly in research in these Government 
institutions. 

I am sure those who are here this morning will be willing to let me 
read briefly the initial statement of our chairman who, incidentally, 
has been called away and unfortunately will not be here this morning 
but hopes to be ¢ able to return tomorrow for the hearings. 

The initial statement that he made some 10 days ago is already in 
the record and does not need to be recorded, but I “will read it as 
follows: 

(The initial statement was read.) 

I think that gives to our guests something of the background of the 
progress that has been made duri ing these particular heari ings. 

This morning the Committee on Interstate and For eign Commerce 
opens its second series of hearings in the committee’s hearings on 
health problems. 

From October 1 through October 12 this committee received exten- 
sive testimony on the present state of research into the causes and 
control of some of the major diseases of mankind. The committee 
has been impressed by the splendid cooperation that exists among the 
private and public agencies and the men and women in these agencies 
who have devoted their lives to research in the fields of major diseases. 

These research activities have produced marvelous results with re- 
gard to prevention and treatment of several of these diseases. * The 
very fact, however, that we are now able to treat many of these dis- 
eases and prolong human lives has resulted in new problems of an 
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economic nature. Extended hospitalization and medical attention 
prove exceedingly costly. While society has made provision for the 
very poor to be taken care of if they require extended hospitalization 
and medical treatment, and while the very rich are able to take care 
of themselves in that regard, the large majority of our people do not 
appear to be protected suffic iently from the high cost resulting from 
extended serious illness. 

Many plans are in existence which seek to give protection against 
medical and hospital expenses. It is our purpose in this second series 
of our hearings to go into the question of how extensive this coverage 
is. The committee is concerned with the cost of such protection and 
whether it extends to major or catastrophic medical and hospital ex- 
penses. We are also interested in learning of the arrangements under 
different plans now in existence which have been made with hosptials 
and physicians. The committee likes to learn about the experience 
gained with existing plans, including the difficulties that have been 
encountered in the administration of such plans. Growing out of 
the experience with existing plans, the committee hopes to learn of 
ways and means by which voluntary protection can be improved and 
broadened. 

This morning the committee will have an opportunity to inform 
itself with regard to the protection made available by commercial in- 
surance companies on the basis of group insurance plans. It is my 
underst anding that our first witness this morning, Mr. Henry S. 
Beers, vice president of the Aetna Life Insurance Co., will devote his 
statement to a discussion of group health insurance in general. Mr. 
Beers will be followed by Mr. Edmund B. Whittaker, vice president of 
the Prudential Insurance Co. of America, who will discuss particu- 
larly major medical insurance which is designed to give protection 
against catastrophic medical and hospital expenses. 

These two gentlemen, in turn, will be followed by two witnesses 
who will talk about the experience of their respective insurance com- 
panies with group health insurance—Mr, A. M. Wilson, of the Liberty 
Mutual Insurance Co., and Mr. Charles G. Hill, of the Massachusetts 
Mutual Life Insurance Co. 

Before proceeding with the first witness I would like to take the lib- 
erty of placing in the record a very brief excerpt from a recent speech 
delivered by Mrs. Oveta Culp Hobby, Secretary of the Department of 
Health, Education, and Welfare, before the national meeting of the 
American Hospital Association, San Francisco, August 31,1953. Ido 
so because I hope in these few days of hearings the major points she has 
made in this excerpt will be a matter of interest to the witnesses who 
will testify here, and so they will be in a position, perhaps, to comment 
specifically on the points she makes. She says: 

I realize that a hospital administrator is like a man standing in the center of 
a seesaw ; he has to throw his weight first on one side and then on the other to 
maintain a delicate equilibrium between the two ends. 

He is a man caught between the pressures of economics and the pressures of 
medical advances; between the upsurging idealism of what a hospital aspires 
to offer human beings in medical care, and the downpressing realism of what the 
hospital can afford to do if it is to remain in existence at all. 

That you do so well at all times is a great achievement. But the hospital 
administrator must be constantly on the alert never to let his cash register 
problems so absorb him that he becomes a hotel keeper. Let him always keep a 
clear definition in his mind of the differences between the professional services of 
his hospital and its hotel function. 
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Unfortunately, you must also grapple with another, and a very important, 
problem of hospital economics—the individual’s ability to pay. By way of 
illustration, here are three case histories—types which are, I am sure, all too 
familiar to you. 

I know three couples, each of whom had a little girl. 

The daughter of the first couple was born prematurely. She weighed 2 pounds, 
but thanks to the best medical care, 3 months in the hospital incubator, and 
highly trained nurses at home, she is today a strapping 10-year-old and the joy 
of her parents—their only child. 

Her father said that she cost him $4,000 in her first year of life—with the 
result that they had to delay building their permanent home for several years. 

The second couple's little girl was born defective, the fifth of their closely 
spaced children. The father was a journalist making $100 a week. The child 
lived a year, and most of that year was spent in a hospital. When she died, her 
parents felt sorrow, but their friends considered it a blessing. 

Now the father is paying off what seems to him a monumental debt, and the 
mother sees her other four children doing without many essentials to pay for the 
baby who died. 

The third couple’s little gir] was adopted. Both parents worked, and when the 
child developed a cyst in the eyelid, they took her to a private pediatrician. 
Running the routine blood test before the operation, the doctor discovered that 
she had leukemia. Thanks to the resources of the community, he was able to 
transfer her from his private patient list to a part-pay clinic list in the hospital. 
He knew that the parents could have afforded the originally planned operation, 
but could not possibly afford the long-term illness ahead. 

These three cases make a story. The first family was taxed by the costly 
first year of their little girl, but was sufficiently well-to-do not to be crippled by 
it. They were glad to pay their bills. 

The second family, people who would normally expect to pay their own way 
and who neither by education nor background could expect charity, were severely 
hurt. 

The third family are the kind who pay their own bills when they can, but 
are able to accept partial or total charity when they need it. 

The first and third of these families feel only gratitude to the private enter- 
prise system which made possible the superb medical care which helped them keep 
their beloved children alive. 

The second family is today frankly and ardently in favor of socialized medicine. 

Now I shall be completely candid. Speaking as a layman, I believe that an 
overwhelming majority of the American people have no desire whatsoever for 
socialized medicine in any form. 

The professional services are so geared and so priced that the middle-income 
American—if still under 65—can pay the bills for an appendectomy, obstetrics, 
tonsillectomy, or any other average medical problem. 

But we have not yet found a way to save any average American family from 
destruction by the catastrophic illness. And we have not found a sure way to 
see our retired senior citizens through the increased illnesses of age. 

Some private foundations have helped. The National Foundation for Infantile 
Paralysis, for instance, has been the salvation of thousands of families which 
have suffered a severe case of poliomyelitis. 

But tuberculosis, strokes, congenital defects, cancer, arthritis, and many other 
diseases by their very duration can still wreck many a family’s economy. 

The prepayment plan launched at Baylor University Hospital in Dallas has 
provided a start on one answer—a wonderful and inspiring start. Hospital 
leadership promoted and led in the development of that plan into the Blue Cross 
which today has almost 45 million members. 

Millions of families now have a measure of assurance that they will receive 
hospital care when they need it, and hospitals have gained a financial stability 
that they never had before. But is this enough? I think we will all agree that 
it is not. More is needed, and we must find the way to achieve that more within 
our private enterprise system. 

The Federal Government would, I know, be going against the wishes of the 
American people were it to enter this field. President Bisenhower has said: 
“* * * We are opposed to Federal compulsory health insurance with its crush- 
ing cost, wasteful inefficiency, bureaucratic deadweight, and debased standards 
of medical care. We shall support those health activities by Government which 
stimulate the development of adequate hospital service without Federal inter- 
ference in local administration. We favor support of scientific research. We 
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pledge our continuous encouragement of improved methods of assuring health 
protection.” 

Thus the final answer must come, as it has always come, through the ingenuity 
and knowledge, the efficiency, and industry of the American people; through the 
voluntary application of our free enterprise principles to a major national 
problem. 

Now, it will be a pleasure to hear our first witness, Mr. Henry R. 
Beers, vice president of the Aetna Life Insurance Co. At this point 
in the record we will insert a biography of Mr. Henry S. Beers. 

(The biography referred to is as follows:) 


BioGRAPHY OF HENRY S. BEERS 


Henry 8. Beers is vice president of the Aetna Life Insurance Co. 

Born in New Haven, Conn., he graduated from Trinity College with a bachelor 
of arts degree. After serving in the actuarial department of Travelers Insur- 
ance Co, and the Home Life Insurance Co., he went with the Aetna Life Insur- 
ance Co. in 1923. After serving as assistant actuary and associate actuary, he 
became vice president in 1937; chairman, Governor’s Commission on Unemploy- 
ment Compensation, 1936; member, Connecticut State Employees’ Retirement 
Commission since 1939; chairman, Advisory Council under Connecticut Unem- 
ployment Compensation Law since 1937. He is a fellow of the Society of 
Actuaries. 


STATEMENT OF HENRY S. BEERS, VICE PRESIDENT OF THE 
AETNA LIFE INSURANCE CO. 


Mr. Beers. My name is Henry S. Beers of Glastonbury, Conn. I 
am vice president of the Aetna Life Insurance Co. of Hartford, Conn. 
Glastonbury is right near Hartford. 

The Aetna has been writing group insurance for 40 years. During 
this period it has been one of the principal group-insurance writing 
companies, ranking among the top five. I have been with the com- 
pany for 30 years, spending most of my time on group insurance. 
I will direct my testimony toward the subject of how group insurance 
protects people against medical and hospital expenses. 

As you know, insurance companies offer health insurance in two 
basically different forms: group insurance and individual policies. 
Group insurance is a wholesale method of furnishing protection, so 
to speak, while individual policies reflect essentially a retail approach. 
I understand that another witness is planning to discuss the important 
field of individual health policies, so my remarks will be restricted to 
group health insurance. 

To give you a very general indication of the quantitative importance 
of my particular field of discussion, I might say that almost 40 million 
persons are covered for health benefits under group insurance policies, 
and that the insurance companies are paying almost $1 billion per 
year in benefits under group health insurance policies. These benefit 
payments have been growing rapidly, perhaps doubling every 3 or 4 
years on the average. 

I had the good fortune to get into group-insurance work before 
group insurance was more than 10 or 15 years old. Between 1918 
and 1922 I had passed the examinations of the Actuarial Society of 
America to become a life-insurance actuary, but soon after that I 
moved to the Aetna Life Insurance Co. and undertook to apply my 
actuarial training to group-insurance problems, as so many other 
members of the Actuarial Society have done before and since. 
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When I entered the group-insurance business, it was mostly group 
life insurance. My company’s group insurance was then about 95 
percent group life, and only about 5 percent in the health-insurance 
field. Nowadays our group business is one-third life insurance and 
two-thirds health insurance, basing the comparison on benefits paid. 
When I entered the business 30 years ago, the group health insurance 
protection was all of the kind that pays a weekly benefit on proof of 
disability, regardless of whether the medical and hospital expenses are 
great or small. 

This original kind of health insurance does not bear so directly on 
your problems here as some of the newer kinds of health insurance; 
but insurance-benefit payments while a person is disabled are part of 
the financial resources that must somehow be stretched to cover food, 
shelter, hospital bills, medical expense, and other immediate neces- 
sities of life; and this is equally true whether the direct cause of 
the benefit payment is that the recipient is too ill to work or that he 
receives a particular kind of treatment for his illness. 

It may help at this point to give a working definition of group 
insurance which I have found useful. For our present purposes we 
can think of group health insurance as an employee health and welfare 
plan administered by an insurance company. 

This means that when I use the term “group policy,” I normally 
mean a policy covering a group of employees. Usually the group 
policy is issued in the name of the employing company. Frequently, 
nowadays, a plan of group insurance is the result of negotiations be- 
tween a number of employers in some industry and the union or unions 
representing their employees; in such a case a single group policy is 
often issued in the name of trustees, to cover the employees of these 
several employers under the same policy. 

The group policy states what employees are to be eligible for cov- 
erage, such as all employees of such-and-such an employer who have 
been in his employ for some period, such as 1 month. Note that new 
employees become eligible as they meet the qualifications. Corre- 
spondingly, insurance ceases when employees terminate their em- 
ployment. The policy can cover any reasonable class, such as em- 
ployees at a particular plant, if the employer has several plants; or it 
might exclude a class, such as clerical or salaried employees. 

The group policy states the benefits for which each employee is to be 
insured. Ifthe benefits are not the same for all employees, they must 
be based on rules precluding individual selection. Those rules are set 
forth in the group policy. 

For example, a group policy might provide $30 per week during 
total disability from nonoccupational accident or disease. 

I might say group insurance is directed primarily against the class 
referred to by the chairman in the opening remarks of his that were 
read, where he said: 

Society has made provision for the very poor and the rich take care of them- 
selves. 

Under group insurance there are not too many of the rich covered, and 
in general the very poor are not covered, but it is the intermediate 
group that group insurance is primarily directed at. 

Alternatively, the employees might be divided into three earnings 
classes in which the weekly benefits might be $26, $38, and $50, respec- 
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tively. In either of these cases, the schedule of benefits would be 
carefully constructed so as not to insure anybody for more than about 
65 or 70 percent of gross pay. One of the oldest and best-proved 
principles of health insurance is th: ul, if people are insured for too high 
a percentage of take-home pay, it is hard making some of them stop 
drawing benefits when they are really well e mough to go back to work. 

You might be interested to know something about the usual limits 
on the period for which loss-of-income benefits are payable. The most 
popular arrangement used to be to limit total payments to 13 weeks 
for any one disability, and to make no payment for the first week of 
disability. The two most popul: ir variations were either to cut the 
waiting period from 1 week to 3 days, so as to begin payments with 
the fourth d: ay of disability; or to extend the limit to 26 weeks. These 
two variations cost about the same amount. 

We found that employees seemed to react more weged to the cut 
in the waiting period than to the extended limit; i. e., they seemed to 
prefer the increased likelihood of collecting a dass, to the increased 
protection against the much more serious, although less likely, possi- 
bility of being disabled for a longer time than 13 weeks. During 
recent years, the 26-week limit has tended to increase in popul: rity 
somewhat. This may indicate an increased popular appreciation of 
the value of insurance against the less frequent but more serious 
vatastrophes. 

Coming back to group insurance in general, I have stated that nor- 
mally a group policy covers a defined group of employees for a stated 
schedule of benefits. Another generality concerns the payment of the 
premiums. Sometimes the employer or employers of the insured 
employees pay the whole premium. <A number of large unions have 
arranged through collective bargaining for substantial group insur- 
ance plans to be paid for entirely by the employers, and these plans 
have received more publicity than the great number of small and 
medium-size plans that are in force. Among the latter, the great 
majority are on what is called a con tributory basis, the employees 
paying a stated amount per month toward the premium and the em- 
sloyer paying the remainder. In some instances, group policies have 
bai issued on an employee-pay-all basis, but these have been successful 
only to a limited extent, and they are becoming less common all the 
time. 

I feel that I must apologize for talking to you in such an elementary 
way, but it seemed best to take these few minutes to get the main 
characteristics of group insurance before us, since it differs consider- 
ably from individual insurance in many important respects. ‘Thus, 
I have said nothing about refusing to cover individuals who are not 
good risks. One of the great advantages of the group scheme is that 
when insurance is offered to a group of employees, it can be offered 
to all on the active payroll even though some of them may have heart 
impairments or anything else the matter with them. Of course, the 
employees out sick at the time, not being on the active payroll, will 
have to wait until they come back to work before becoming insured. 
We even make exceptions to this sometimes. 
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While my first 10 years in the group business seemed hectic enough— 
our group life business quadrupled during that period and our group 
health business increased twice as fast as that; it was a hectic life— 
we still thought during that period that the only kind of health in- 
surance that would work was loss-of-income coverage. We had, how- 
ever, for some time been studying the possibility of some kind of hos- 
pital-expense coverage. We knew that the Goodyear Relief Associa- 
tion and some other employee benefit associations were providing hos- 
pital benefits. We knew that some associations representing the hos- 
pitals of their localities, like the modern Blue Cross, were enrolling 
members for hospital benefits. We made a few tentative quotations; 
and then in 1934 we announced to our group field force that we were 
ready to write group insurance against the cost of hospital care. 
That was less than 20 years ago. Our plans were pretty limited 
in those days. At the start we offered them only in cases where they 
would cover at least 250 employees in the group. The benefit was $3 
per day of hospitalization, with an extra allowance of $15 for expenses 
for operating room, laboratory fees, and anesthetic fees. 

From the beginning our progress was very rapid. Within 5 years 
we were writing as much of the new hospitalization insurance as we 
were in the long-established field of loss-of-income protection—this 
progress was made while we were still trying to sell the insurance to 
cover the employees alone and not their dependents. Also, we were 
trying to sell policies providing benefits to cover the hospital bill 
but as yet not the surgeon’s fee for the operation. However, in 1939, 
after a good deal of study and some experimenting, we commenced 
offering group plans including surgical-fee benefits in addition to hos- 
pital-expense benefits, and including coverage for the employees’ de- 
pendents as well as for themselves. Our business continued to expand 
rapidly and it has not yet shown any tendency to stop. 

In the foregoing, I have not meant to seem to be boasting of the 
progress of my own company. The same things have been happening 
in the other group-writing insurance companies, and in other organi- 
zations offering prepayment protection in the same fields, notably 
the organizations known today as Blue Cross and Blue Shield. 
Simultaneously, the insuring companies writing individual health 
poles have made similarly impressive progress in extending these 
<inds of insurance protection to the numerous classes of people more 
easily reached, or better covered, by individual policies than by group. 

Hospital-surgical expense insurance has been by far the most rapidly 
growing line of voluntarily purchased social insurance that the world 
has ever seen. This extraordinary and unprecedented growth would, 
in my opinion, have been impossible were it not that three irrecon- 
cilably antagonistic institutions were simultaneously preaching the 
same gospel to the American public. 

The group insurance people, the Blue Cross and Blue Shield people, 
and the individual policy people may have been competing bitterly, 
but none of the 3 could have accomplished a sizable fraction of what 
they have actually accomplished, were it not for the activities of the 
other 2. We have lost a lot of business to Blue Cross and Blue Shield, 
and vice versa, but actually we have each benefited enormously from 
the other’s help in spreading the gospel of hospital-surgical prepay- 
ment plans. 
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I have some charts that may be worth the few minutes that it will 
take to present them. The data pictured in these charts was assembled 
by the Health Insurance Council and published last month in a book- 
let, copies of which have been supplied for your records. The booklet, 
Annual Survey Accident and Health Coverage in the United States, 
also contains the copies of the charts I am presenting to you. 

(The booklet is as follows:) 


ANNUAL SURVEY 


ACCIDENT AND HEALTH COVERAGE IN THE UNITED STATES AS OF 
DECEMBER 31, 1952 


An annual publication of the Health Insurance Council 


The Health Insurance Council consists of nine associations in the insurance 
business, which in turn are made up of companies writing the various forms of 
protection against hospital, surgical, and medical costs and the loss of income 
due to disability, 

The council has been set up by the insurance business to function as a central 
source for practical and technical guidance to medical groups and hospital ad- 
ministrators in connection with the development and use of its accident and 
health benefits, and as a source of information concerning this type of insurance. 
The associations represented in the council are— 

American Life Convention, 230 North Michigan Avenue, Chicago 1, Ill. 

American Mutual Alliance, 20 North Wacker Drive, Chicago 6, Ill. 

Association of Casualty and Surety Companies, 60 John Street, New York 38, N. Y. 

Association of Life Insurance Medical Directors, Box 594, Newark 1, N. J. 

Bureau of Accident and Health Underwriters, 60 John Street, New York 38, N. Y. 

Health and Accident Underwriters Conference, 208 South La Salle Street, Chi- 
cago 4, Ill. 

International Claim Association, Box 458, Kansas City 10, Mo. 

Life Insurance Association of America, 488 Madison Avenue, New York 22, N. Y. 

Life Insurers Conference, 618-19 Mutual Building, Richmond 19, Va. 

The year 1952 brought another striking contribution to the unbroken record of 
progress made over the last two decades by the American people in voluntarily 
protecting themselves, and their families and dependents, against the financial 
hazards of accident and illness. 

New high marks were established in the number of persons that were covered 
against the incidence of hospital, surgical, and medical costs and loss of income 
due to disability. The year likewise brought another significant advance in this 
field with the spread of major medical coverage as insurance protection against 
catastrophic expenses resulting from serious and prolonged disabilities. 

These developments testify to the alertness of organizations providing accident 
and health protection in recognizing the need for broader coverage to meet the 
needs of the American people. They reflect the inherent vitality of the voluntary 
health movement in this country and its willingness to experiment for the publie 
good. They also demonstrate the traditional competitive basis of our society. 
Keen competition has characterized the field of accident and health protection 
since its early days, and has played a big role in augmenting the speed with which 
these coverages have grown and have been accepted by the people in recent 
years. 

The survey presented in detail in the following pages is made annually by the 
survey committee of the Health Insurance Council. It gives the figures on the 
number of people in the continental United States, and in the territories of Alaska 
and Hawaii, covered by insurance companies, Blue Cross, Blue Shield, and other 
types of organizations providing accident and health protection, to the extent 
that information and data are available. 

There are a large number and variety of organizations that provide protection 
against the financial costs of sickness and accident and many of these organiza- 
tions are local in character. Some have probably been omitted in the survey 
despite the efforts of the council to seek out every source of information on 
the subject. Many of the figures are necessarily estimated, but every care hag 
been taken to develop estimates which are conservative in the light of the most 
reliable data obtainable. 
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Some persons are covered by more than one method of protection, or hold 
more than one insurance policy providing similar benefits. Steps have therefore 
been taken to avoid duplicate counting in the final totals for the various forms 
of coverage. An explanation of the methods employed in this case is given in 
the appendix, part III. 

There are a number of types of protection against the expense of sickness 
and accident, some of a compulsory nature, that were not considered appropriate 
for detailed development in this study. Such types are listed on page 23. 


VoLuNTARY ProrecTion AGAINST Hospital, SURGICAL, AND MEDICAL EXPENSE 


[000 omitted] 


Number of people protected 
= ee - Increase 1952 






Type of protection i. oy | over 1951 
} 1952 1951 } 
| Percent 
Hospital expense . 91, 667 85, 991 | 7 
Surgical expense 73. 161 65. 535 12 
Medical expens 35, 797 27, | 29 
| 


More persons were protected against the financial hazards of accident and 
illness at the end of 1952 than ever before, a decisive indication of the willing- 
ness and ability of the American people to meet their responsibilities to them- 
selves and to their dependents. As in previous years, the increases for 1952 
in the numbers of persons covered under hospital, surgical, and medical expense 
protection were counted in the millions. The gains under medical-expense 
coverage exceeded the year’s gains in both hospital and surgical-expense 
protection. 


HOSPITAL, SURGICAL AND MEDICAL EXPENSE COVERAGE 


HOSPITAL 





MILLIONS 
OF peopLe O 20 40 60 80 100 


HOSPITAL-EXPENSE PROTECTION 


Nearly 3 out of 5 persons in the entire population of the United States are 
now protected through voluntary programs against the costs of hospital care 
in the event of accident and illness, representing the biggest single form of 
coverage in the field of health protection. 

The total number with this protection exceeded 91 million at the end of 1952, 
an increase of more than 5% million, or 7 percent, during the year. Back in 
1941, when the United States entered World War II, the number of persons 
with voluntary hospital-expense protection added up to slightly over 16 million, 
indicating the rapidity with which this form of accident and health coverage 
has grown. 








ao | 
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Hospital-expense protection provides benefits toward the payment of hospital 
charges for room, board, and miscellaneous services. Benefits have been steadily 
liberalized and expanded since this form of coverage began its major growth 
some two decades ago. Present-day coverage usually includes payment for the 
use of an operating room, laboratory, and X-ray examinations, medicines, and 
all other services incidental to medical care and treatment which are furnished 
by the hospital. 


SURGICAL-EXPENSE PROTECTION 


The second largest form of protection in the field of voluntary accident and 
health coverage is surgical-expense protection. The total number of persons 
with this form of coverage at the end of 1952 totaled over 73 million. The 
increase during 1952 was more than 744 million persons, or 12 percent. 

Little more than a decade ago, in 1941, there were less than 7 million persons 
with surgical-expense protection. A later development than coverage for hos- 
pital care, surgical-expense protection has shown the more rapid growth over 
recent years. 

Most persons with surgical-expense protection are covered either by insurance 
companies or by Blue Shield. In the event the services of a surgeon are 
needed, the protection provides payments in accordance with a schedule of fees 
fixing maximum reimbursement for each type of operation. 


MEDICAL-EXPENSE PROTECTION 


In the evolution of voluntary accident and health coverage, medical-expense 
protection came third, following the development of hospital and surgical bene- 
fits. Its growth, therefore, has been essentially a post-World War II phenomenon. 

Eleven years ago, at the end of 1941, it is estimated that there were only 
about 3 million persons with medical-expense protection. By the end of last 
vear, the number of persons with this protection had grown to nearly 36 million 
persons. Approximately 8 million more persons had medical-expense protec- 
tion at the end of 1952 than the year before, and the gain for the year was 
29 percent. 

By far the greatest part of medical-expense protection is provided by Blue 
Shield, local medical societies, and insurance companies, and a wide range of 
benefits is available. The most common form of this coverage calls for the 
payment of benefits toward the expense of inhospital calls by doctors for other 
than surgical treatment. Likewise available are other forms providing for 
comprehensive medical coverage of home, hospital, and office treatment and 
examinations. In some cases, too, medical-expense protection provides benefits 
for paying the cost of special laboratory, X-ray, and other examinations for 
diagnostic purposes. 


How HospirTat, SURGICAL, AND MEDICAL-EXPENSE COVERAGE IS DISTRIBUTED AMONG 
VARIOUS INSURERS AND OTHER AGENCIES 


Long leaders in the voluntary health movement, insurance companies and 
Rlue Cross-Blue Shield organizations together accounted for about 94 percent 
of all hospital- and surgical-expense protection last year, and about S87 percent 
of coverage under medical-expense plans. The balance was spread among plans 
provided by industrial employers, labor organizations, community groups, private 
group clinics, and colleges. 

Insurance companies provided coverage to a majority of the people who had 
hospital- and surgical-expense protection. At the end of last year, more than 
29 million persons were covered against hospital expense under group insurance, 
and 22 million persons under individual hospital expense insurance plans. Blue 
Cross and medical society plans had more than 43 million persons enrolled for 
hospital-expense protection last year, while some 5 million more were covered 
by industrial, community, and other group plans. 

In surgical-expense protection, insurance companies covered nearly 30 million 
persons under group and 19 million under individual insurance plans, together 
about two-thirds of all persons with such protection. Blue Shield and medical 
society plans protected nearly 28 million persons, and nearly 5 million more 
persons were enrolled under independent plans. 

Blue Shield and medical society plans continued to lead in medical-expense 
coverage with some 18 million persons, or more than half of all persons enjoy- 
ing this protection. Insurance companies had about 15 million persons under 
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group and individual medical-expense-protection plans, and 5 million more were 
covered under independent plans. 


Hospital, surgical, and medical expense coverage—Number of people protected, 
end of 1952 


[000 omitted] 





Plan | Hospital Surgical Medical 
Group insurance: 
Pereemal............. . - 1 | 12, 982 13, 639 | 5, 388 
Dependents... .......-- aie clabda wight ei ead 16, 473 | 15, 982 | 4, 769 
te ian oat, 7 as 29, 455 29, 621 | 10, 157 
Individual insurance: 
Personal otusine nainsietneiaal — 10, 090 } 7, 710 2, 411 
Dependents een “int - 12, 164 11, 486 2, 707 
Wnt. i. nntincmeckine és si an apialotbaee chen wncaes Gina acbtalen dain 22, 254 19, 196 | 5,118 


Blue Cross plans and plans sponsored by medical societies: | | 


Personal ; ee 18, 237 | 11, 733 | 7, 832 
Dependents ; | 25, 238 16, 040 | 10, 489 
Total_-. : a 43, 475 27, 773 18, 321 

Independent plans: 
Industrial ss ; awe wieionie 3, 630 3, 450 | 3, 246 
Community cs ; a 617 316 303 
Consumer ; ; : 312 308 | 281 
Private group clinics y 405 420 420 
College health plans. . .- 2 400 300 900 
Total 5, 364 4, 794 5, 150 
Grand total ‘ . 100, 548 81, 384 38, 746 
Deduction for estimated duplication : 8, 881 8, 223 2, 949 
Net total Z ‘ ‘ 91, 667 73, 161 35, 797 


For sources of figures see appendix pt. I. For basis of estimated duplication see appendix pt. IIT. 
Magor MepicaL EXPENSE COVERAGE 


Major medical expense coverage, the newest addition to voluntary health- 
protection plans, is designed to help meet the catastrophic costs resulting from 
prolonged disability. Broadly speaking, it takes up where the customary forms 
of health protection—hospital, surgical, and medical care—leave off. It also 
covers such costly items as nursing care and use of special appliances. The devel- 
opment of major medical expense policies is further evidence of the willingness 
of the insurance business to experiment in the public interest. 


Number of people protected, end of 1952 


[000 omitted] 


Group Individual Tote 
insurance insurance Total 
Persona) . 290 60 | 350 
Dependents..__- anno 243 96 339 
| 
Wetehig i scenes, Bt. .Saccd 533 156 689 





For sources of figures see appendix pt. I. 


Maximum benefits available under this form of protection range from $2,500 
to $10,000. Major medical coverage is written with a deductible feature, as is 
automobile-collision insurance. It usually makes the person covered a coinsurer 
of expenses incurred above the deductible amount, requiring him to pay some 
portion of these expenses. The purpose of the coinsurance feature is to en- 
courage the person protected to obtain as reasonably as possible only such health 
services as are needed, thus helping to keep down the costs of protection. 
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DISTRIBUTION OF HOSPITAL, SURGICAL 


AND MEDICAL COVERAGE 1952 


NUMBER OF PEOPLE COVERED 
MILLIONS OF PEOPLE 
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MEDICAL SOCIETIES MEDICAL SOCIETIES MEDICAL SOCIETIES 


Along with the 689,000 persons covered by major medical-expense policies of 
insurance companies are others who have substantial protection against the 
catastrophic costs of serious disability. Some hospital, surgical, and medical 
expense plans provide coverage for the costs of prolonged disability. Other plans 
have such high maximum benefits that there is little need for major medical 
expense protection. No effort has been made to estimate the number of people 
so covered. 


89087—53—pt. 5———-2 
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GROWTH TREND oF HospiraL, SurGIcAL, AND MEDICAL EXPENSE PROTECTION 


There are few parallels in the annals of insurance or other fields that can 
match the spectacular growth of voluntary health protection in the United States 
in recent years. The record is the more notable in view of the pressures for 
Government-sponsored compulsory plans in the period, and it supplies decisive 
evidence of what the American people can do on their own initiative and 
responsibility. 

A brief review of the period from the entry of the United States into World 
War II to the present indicates the extent that the voluntary health protection 
movement has swept the country. At the end of 1941, for example, there were 
slightly more than 16 million persons in the entire population with hospital- 
expense coverage. By the end of 1952, the number multiplied nearly 6 times to 
more than 91 million persons with such coverage. 

Surgical expense coverage was a newcomer to the health field at the start of 
World War II, and in 1941 there were fewer than 7 million persons with this 
protection. At the end of last year, over 73 million Americans were covered 
against surgical expense in the event of accident or sickness. 

Medical-expense coverage, virtually unknown before World War II, now 
covers nearly 36 million persons. And major medical coverage for the catas- 
trophic expense of serious disability, though new and still in the experimental 
state, has already made a significant impression on the public. 

All major types of insurers and agencies have contributed to this growth 
record of voluntary health protection. Particularly outstanding has been the 
role played by insurance companies and the Blue Cross-Blue Shield organizations. 


JEOGRAPHICAL DISTRIBUTION oF HospITraLt, SURGIcAL, AND MEDICAL EXPENSE 
PROTECTION IN THE UNITED STATES 


The regional map of the United States on the opposite page gives a graphic 
picture of the nationwide ownership of voluntary health-expense protection by 
the American public. 

The proportion of persons with such protection is higher in the Nation’s more 
heavily industrialized areas since this is where the concentration of employed 
groups occurs. However, the figures also show a substantial and growing cov- 
erage in the rural sections of the country as the result of the activities of 
insurance companies, Blue Cross, and other organizations. 

A factor that should be kept in mind with respect to the numbers covered by 
voluntary health protection is that there are a large number of people for whom 
this protection is neither necessary nor appropriate. For example, complete 
medical care is provided by Government for persons in the Armed Forces, those 
in public institutions, and to some extent, the Nation’s veterans. Also, medical 
eare of the indigent is generally provided by Government at the State or local 
level. 

The map on page 1180 breaks down the United States into four major geograph- 
ical regions, and shows the number of persons protected against hospital, surgical, 
and medical expenses compared with the population of each region. A table 
listing the State-by-State distribution of each form of coverage will be found 
on page 1181. This table for the first time gives the extent of hospital, 
surgical, and medical expense protection in the Territories of Alaska and 
Hawaii. 
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GROWTH IN NUMBER OF PEOPLE COVERED BY 
HOSPITAL, SURGICAL AND MEDICAL EXPENSE PROTECTION 


MILLIONS OF PEOPLE 
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Hospital, surgical, and medical expense coverage by States 
protected, end of 1952 





Number of people 


[000 omitted] 


State Hospital Surgical Medical 





Northeast: 
Maine Js 500 

















New Hampshire 309 156 
Vermont FR 107 
Massachusetts 3, 188 1. 789 
Rhode Island : } 38] 
Connecticut 843 
New York Sof 3, YOS 
New Jersey ; 2 % 1.503 
Pennsylvania 7, 967 5, 112 2, 550 
Total 28, 993 2%. 890 11. 419 
North Central: 
Ohio co 6.611 4. 358 1. O55 
Indiana 2, 638 2, 460 877 
Tilinois f 5, 162 | 1, 968 
Michigan 4,773 2, 21 
Wisconsin _ . 2. 2, 308 | 19 
Minnesota 9 1, 895 1.171 
Iowa aoe OR6 | g9 
Missouri 2,5 950 | 1, 229 
North Dakota (4 9 
South Dakota 51 | 53 
Nebraska 776 | 295 
Kansas 718 | 457 
Total ‘ 32,118 25, 941 11, 007 
South 
Delaware... 229 212 | 204 
Maryland 1,344 689 | 210 
District of Columbia R38 623 | 145 
Virginia 1, 538 1, 20 rs 
West Virginia | 1, 256 | 1, 127 | RS4 
North Carolina 1, 625 1, 5l¢ 213 
South Carolina 30 | 198 
Georgia... . . > | 1 | 924 252 
Florida : 1 R24 | 544 
Kentucky bash 1 767 | 484 
Tennessee J = l W35 234 
Alabama R90 | 560 
Mississippi 40/2 20 
Arkansas 576 | 119 
Louisiana 691 420 
Oklahoma 1 008 179 
Texas 697 1, 743 
Total ‘ — 20, 002 16, 707 7, 622 
West: } 
Montana 357 269 150 
Idaho 270 190 100 
Wyoming 173 141 95 
Colorado : . 854 697 491 
New Mexico i = 231 111 
Arizona a“ 7 79 
Utah ‘ 319 114 
Nevada 58 22 
Washington 1, 3290 916 
Oregon 761 5 
California 5, 735 5, 396 3, 047 
Total___- 10, 424 9, 505 5, 650 
Territories: 
Alaska é é 8 4 } 
Hawaii 7 122 114 6 
Total 130 118 99 
Total, United States 91, 667 73, 161 35, 797 


VOLUNTARY PROTECTION AGAINST Loss oF INCOME DUE TO DISABILITY 


This is the oldest form of voluntary health protection in the United States, 
and its steady growth over the years testifies to its inherent Vitality and its 
widespread acceptance. 
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At the end of 1952, approximately 3 out of every 5 members of the civilian 
labor force were protected against loss of income in case injury or illness kept 
them from the job. The number of individuals so protected exceeded 38 million 
at the end of last year. This was a new high mark but it represented only a 
slight increase over the revised figure of 37,738,000 covered at the end of 1951. 

For the most part, this insurance is off-the-job protection covering illness and 
accidents resulting from other than occupational causes. The worker is ordi- 
narily protected by workmen's compensation in the event of occupational injury 
or illness. 


Coverage against loss of income due to disability, end of 1952 


[000 omitted] 


Number of people protected 








Plan —__—______— 
1951 1952 
urance . _”* 116, 838 | 
insurance . . 3 112, 839 | 
ive | 
in Government service 4,300 | 4, 600 
ite Industry 4,000 | 3, 600 
ti i plans 1, 200 1, 000 
nutual benefit associatior ineme ss 1, 000 900 
Gr i total __- ‘ P 1 40,177 40, 664 
Deduction for estimated duplication of insurance coverage 12,439 2, 587 
Net total : d ‘ 1 37, 738 38, 077 
Revised 
For sources of figures see appendix pt. II. For basis of estimated duplication see appendix pt. IIL. 


ESTIMATED BENEFITS PAtIp UNDER VOLUNTARY HEALTH PROTECTION 


The growth of voluntary health coverages over the years has been accom- 
panied by a corresponding expansion in the benefits the people have received 
from these coverages to help them defray the costs of hospital, surgical, and 
medical care, and the income lost as the result of accident or sickness. 


Estimated benefits paid under voluntary health protection during 1952 











[In millions] 
Surgical 
Hospital ind Loss of Total 
: income 
medical 
G : idual insurance $437 $261 $474 | $1, 172 
Blue and plans sponsored by medical societies 548 187 | 735 
Ind 00 YS 188 
Total b 1,0 46, 1474 12,095 
| 
I res see appendix pt. IV 
l le payments under paid sick-leave programs, union-administered plans, or employee 
mut 0 


The total of benefits paid in 1952 toward hospital, surgical, and medical costs 
is estimated at more than $11 billions. Large though this figure may be in 
itself, it is the more important to the beneficiaries in view of the mounting costs 
of health care in recent years. 

The largest source of health protection benefits is hospital-expense coverage, 
with payments estimated at over a billion dollars. An estimated $546 millions 
was paid toward the costs of physicians’ services in the form of surgical and 
medical benefits 

In addition to the above total, insurance companies paid an estimated $474 
millions in loss of income benefits under accident and health policies. Substan- 
tial additional benefits were paid under paid sick-leave arrangements, union- 
administered plans, and employee mutual-benefit associations. 
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LOSS OF INCOME COVERAGE IN 1952 
NUMBER OF PEOPLE COVERED 
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ADDITIONAL TYPES OF PROTECTION 


Individuals covered solely by Government insurance under compulsory plans 
have not been included in the total number of persons protected aaginst loss of 
income due to disability. However, data presented in part II of the appendix 
indicate that more than 10,600,000 workers were engaged in covered employment 
at the end of 1952 under the Rhode Island, California, New Jersey, and New York 
cash-sickness plans and under the Federal Railroad Unemployment Insurance 
Act. Of these, it is estimated that about three-fourths were protected under the 
voluntary plans included in this survey. Hence it appears that about 2,500,000 
persons, in addition to those included in this survey, were covered for loss of 
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income benefits solely by a governmental fund. Likewise, a number of workers 
in California having hospital-expense protection solely through the State plan 
have been excluded from the totals shown in this report. 

Also omitted are various types of protection such as those listed below which, 
nevertheless, provide millions in benefits to the injury and disabled. 


Workmen’s compensation, providing protection to the majority of wage earners 
against occupational accidents and diseases. 

Total and permanent disability benefits included in many life-insurance policies. 

Commercial accident policies providing disability indemnity and other benefits 
in event of accidental injuries, approximately 4,800,000 in number. 

Group accidental death and dismemberment insurance protecting about 10,700,000 
individuals in event of loss of life, limb, or sight by accidental means. 

Commercial accident policies covering travel hazards and other specified risks, 
about 9,000,000 in number. 

Complete medical care for persons in the Armed Forces, and, under certain 
conditions, for their dependents. 

Complete medical care for persons in public institutions. 

Medical care and disability pensions available under certain conditions to war 
veterans. 

Protection under automobile and all other types of personal-injury-liability 
policies. 

Medical-payments provisions under many automobile, residence liability, and 
other types of liability policies. 


MEMBERS OF THE COMMITTEE 


This annual survey of accident and health coverage in the United States was 
made by the survey committee of the Health Insurance Council, the members of 
which are: 


John H. Miller, chairman, vice president, and actuary, Monarch Life Insurance 
Co. 

Donald D. Cody, group actuary, New York Life Insurance Co. 

George H. Davis, assistant actuary, Life Insurance Association of America. 

Maurice L. Furnivall, associate actuary, the Travelers Insurance Co. 

Stanley W. Gingery, assistant actuary, the Prudential Insurance Company of 
America. 

Billedward Howland, group actuary, Mutual Benefit H. & A. Association. 

Henry D. Locke, vice president, Liberty Mutual Insurance Co. 

George Martel, research analyst, Bureau of Accident and Health Underwriters. 

Catherine Nachel, assistant secretary, Health and Accident Underwriters Con- 
ference. 

A. C. Olshen, vice president and actuary, West Coast Life Insurance Co. 

Theodore O. Schwarz, actuary, Standard Accident Insurance Co. 

J. Eugene Taylor, associate actuary, the National Life & Accident Insurance Co. 

L. S. Wagenseller, associate actuary, Metropolitan Life Insurance Co. 

Arthur G. Weaver, director of group research, John Hancock Mutual Life Insur- 
ance Co. 

Harry V. Williams, secretary, Hartford Accident & Indemnity Co. 


DETAILS OF SouRCES OF DATA AND METHODS OF COMPILATION 
PART I. HOSPITAL, SURGICAL, MEDICAL, AND MAJOR MEDICAL EXPENSE COVERAGE 
(Notre.—Reference figures refer to list of references on p. 1189.) 


Group insurance and individual insurance 


The number protected through group insurance was obtained from the group- 
insurance survey of the Life Insurance Association of America’ and from a sup- 
plementary survey of the number covered in Alaska and Hawaii. The number 
of individual policies or certificates issued by insurance companies and fraternal 
societies and the number of dependents covered under these policies were obtained 
from the annual survey of the Chamber of Commerce of the United States.’ 
Duplication of bnefits where an individual has coverage under more than one 
insurance policy or certificate or is covered under both insurance and a Blue 
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Cross plan has been eliminated by a deduction from the aggregate figures for all 
methods of coverage, as explained in part III. 


Blue Cross-Blue Shield plans and plans sponsored by medical societies 

The number protected under Blue Cross, Blue Shield, Blue Cross coordinated 
plans, and plans sponsored by medical societies was obtained from the Blue 
Cross Commission and the American Medical Association’s Council on Medical 
Service. Of the number reported as protected against hospital expense, 17,372,000 
subscribers and 24,382,000 dependents were covered under Blue Cross plans and 
865,000 subscribers and 856,000 dependents under plans sponsored by medical 
societies. 


Independent plans 


Data‘’on industrial, community, and consumer plans and private group clinies 
were based on continuing surveys made by Mrs. Agnes W. Brewster, of the Social 
Security Administration. The substantial increase over last year in number 
covered by industrial plans is largely attributable to better information on 
coverage under the welfare and retirement fund of the United Mine Workers of 
America. 

A survey of health plans maintained by colleges for the students, faculty, and 
other employees was recently completed by a graduate student at the University 
of Massachusetts.’ Questionnaires were sent to 462 of the 1,380 colleges in the 
United States. Completed questionnaires were returned by 322 colleges whose 
student enrollment represented approximately 40 percent of the total enrollment 
of all colleges in the United States. These responses indicated for the colleges 
reporting that the coverage through uninsured plans amounted to 263,000 for 
hospital expense, 190,000 for surgical expense, and 633,000 for medical expense. 
After making a conservative allowance for additional coverage in the colleges 
for which no information was obtained, it was estimated that the total coverage 
through these plans for hospital, surgical, and medical expense benefits was 
400,000, 300,000, and 900,000, respectively. 


Compulsory plan 

The California unemployment-insurance law provides for additional benefits 
of $8 per day for each day of covered disability during which the employee 
is in a hospital, up to a limit of 12 days during any 1 benefit year (after Jan- 
uary 1, 1954, $10 per day up to a limit of 12 days during any 1 disability period). 
This provision undoubtedly provides some measure of protection to many work- 
ers who have no other protection against hospital expense. Although a sub- 
stantial proportion of these are covered by voluntary plans qualifying under 
the unemployment-compensation disability law, the estimated total of voluntary 
coverage with respect to hospital expense has not been increased to allow for the 
effect of this statutory requirement, since it may be assumed that most of those 
covered by voluntary plans also enjoy hospital expense protection through insur- 
ance policies or Blue Cross and since no basis for eliminating duplication is 
available. 





PART II. PROTECTION AGAINST LOSS OF INCOME DUE TO DISABILITY 


Group insurance and individual insurance 

The number of individuals covered under group accident and health policies 
yas obtained from the annual survey of group insurance conducted by the Life 
Insurance Association of America’ and from a supplementary survey of the 
number covered in Alaska and Hawaii. The number of individual policies or 
certificates issued by insurance companies or fraternal societies was obtained 
from the annual survey made by the United States Chamber of Commerce. 
Duplication arising from policyholders who carry more than one policy or who 
hold group insurance in addition to individual insurance has been eliminated 
by a deduction from the aggregate figures for all methods of coverage, as ex- 
plained in part III. Included in the group-insurance figures are those employees 
insured in private companies under group policies meeting the requirements of 
the compulsory disability laws of three States. The table on page 21 shows 
the numbers covered at the end of both 1951 and 1952. The 1951 figures have 
been revised from those shown in last year’s survey. Errors in the numbers 
covered by group and individual insurance have been corrected, and the deduc- 
tion for duplication has been recalculated. 
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Paid sick leave 

In a recent study,‘ an estimate of the number of civilian Government employees 
protected through paid sick leave plans at the end of 1949 was 1,700,000 Federal 
Government employees and 2,200,000 employees of State and local governments. 
These numbers represented approximately 94 percent of the Federal employees 
and 55 percent of the State government employees after excluding the seasonal 
increase in Federal employment during December. Applying these same per- 
centages to the corresponding numbers in Government employment in December 
1952 produced estimates of 2,220,000 persons in Federal employment and 2,380,000 
in State and local government employment with paid sick-leave benefits. 

aid sick-leave benefits in private industry are very common, although there 
has been a marked tendency in recent years for these benefits to be replaced or 
supplemented by group insurance providing benefits for loss of time. Studies 
made in Massachusetts, New Jersey, New York, and Washington developed data 
as to the numbers covered under paid sick-leave plans, group insurance, and other 
methods singly or in combination. On this basis, it was calculated, as more fully 
set forth in our report dated August 1949 that approximately 4,560,000 employees 
in private industry were covered under paid sick leave, excluding those who also 
had group insurance or were in railroad employment. This estimate indicates 
the status at the end of 1945. 

Additional material on this subject has become available in the form of a 
report of a study by the Bureau of Labor Statistics. This study indicated that 
approximately 30 percent of office employees and 10 percent of plant employees 
in private industry are covered by paid sick-leave plans. It is estimated, con- 
sequently, that at least 5,500,000 employees in private industry are protected. 
The earlier studies referred to indicated that of those covered by paid sick leave, 
approximately 17 percent were also covered under group insurance. With the 
rapid increase in the growth of group insurance it is estimated that the duplica- 
tion has approximately doubled and that, as a result, the coverage under paid 
sick-leave plans not duplicated by insurance or other means of protection has 
declined to approximately 3,600,000. 


Union-administered plans 


In her report, Cash Benefits Under Voluntary Disability Insurance in the 
United States,* Mrs. Elizabeth L. Otey estimated that in 1935 between 1,200,000 
and 1,500,000 individuals were covered under union plans. Although organized 
labor has been very active in promoting various types of health and accident pro- 
tection, most of the newer plans have been provided through the medium of group 
insurance. Efforts to obtain more recent information on the extent of coverage 
through union-administered plans from published sources and from direct inquiry 
to leading unions have been unsuccessful. In view of the trend toward the greater 
use of group insurance, it is believed that the numbers covered through plans 
administered directly by the unions have actually declined. On the basis of the 
earlier estimates and the indicated trends, it is estimated that the coverage under 
these plans has dropped to 1,000,000 as of the end of 1952. 


Employee mutual benefit associations 


By a method similar to that used in estimating the paid sick-leave coverage 
in private industry, it was estimated that in 1945, 1,460,000 individuals were 
protected through employee mutual-benefit associations. Although many of 
these organizations are continuing to function and to increase their membership 
with expanding employment, others have been replaced by group insurance. At- 
tempts to obtain comprehensive data on these plans have been unsuccessful. In 
view of the known replacements of employee benefit association coverage by group 
insurance, it was estimated that the number protected by these plans has dropped 
to 900,000 at the end of 1952. 


Compulsory plans 


Protection against loss of time for nonoccupational disability Is provided 
through five compulsory plans. Estimates of coverage under these plans are indi- 
cated in the following table. For the California, New Jersey, and New York plans 
under which the employer may meet the requirements of the law by taking out a 
group policy with a privately operated insurance company or through self-insur- 
ance, the numbers covered under such voluntary arrangements, rather than 
through a Government-operated fund, have also been shown. 
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Estimated coverage under compulsory cash sickness plans, December 1952 





Number of persons in 
covered employment and 
eligible for benefits 


Under pri- 
Total vate or vol- 
untary plans 





Rhode Island__...-.--- (A Nee a <A PAI EA he, SO ar 247,000 |_. 3 
California. ......- + Se tine LCE . oe te ar 2, 991. 000 253. 000 
New Jersey............ sh eas ts Tha ae ih =e ede ix 1, 410. 000 000 
RON: BO sc. cern icethie a ice alee . Pom 4, 676, 000 4, 523, 000 
Railroad employees.......... ian atta (EE 2 eee 1, 300, 000 

iS alk hei ne ei £3 10, 624, 000 6, 748, 000 


While the sickness coverages provided under the Railroad Unemployment Act 
cannot under the present law be provided through a private or voluntary plan, 
there is a substantial amount of supplementary coverage privately written. A 
special study developed the information that in 1945 there were 619,634 railroad 
workers covered under group insurance and 403,584 enrolled in railroad relief 
associations. The coverage of this type currently in effect is included under 
group insurance and employee mutual benefit associations in the summary on 
page 1183. It will be noted from the table above that approximately 6,748,000 in- 
dividuals under the California, New Jersey, and New York disability benefit laws 
are protected under private plans, including group insurance and self-insurance. 
In addition to the supplementary coverage on railroad workers mentioned above, 
a number of those covered under compulsory plans also carry individual policies. 
In the absence of any information which would permit an accurate analysis of 
those covered under these acts, the foregoing information is presented with the 
conclusion that of more than 10,600,000 persons engaged in covered employment 
under these plans at the end of 1952 about three-fourths have been included 
under various employer-employee and other voluntary or elective plans, while the 
remainder are protected by a Government fund under a compulsory plan with 
no other coverage. 


PART III, ELIMINATION OF DUPLICATION 


To avoid counting more than once a person who is insured under more than one 
policy, who carries individual as well as group insurance, or who is protected 
at the same time by insurance and by a Blue Cross-Blue Shield plan, deductions 
from the gross coverage have been made in the following proportions: 





cae | Groupin- | Individual 
Benefit surance insurance 
Percent Percent 
NID 5 05 ne ccbndndecctancesdece j Ls hile alias bes 1634 1634 
NE CEI orc cscecensenetenuneecens cimeatibeunteunipaanawets dataiaten ss dead 2 1634 
on nal nin orien Re eemeeened aia ititeemen Sea 12% 1634 
Loss of income_..---- sdk scedateictudseseeusdws bapat Lexdeke cans 20 


The duplication factors applied to the individual coverage have been derived 
by studies contributed to by the leading writers of individual policies, based on a 
sampling of applications for new policies and proofs of claims which indicated 
other coverage held by the insured. Duplication of somewhat less than 16% 
percent was indicated by this type of study in 1949. A new study in 1952, in 
which 62 leading companies participated, showed that this factor of 16%4 percent 
adequately reflected the duplication with respect to hospital, surgical, and medi- 
cal expense insurance but that the duplication with respect to loss of income had 
increased and that an allowance of 20 percent of the gross coverage under indi- 
vidual policies should be made in this area. Since this factor seems to be increas- 
ing, this allowance was taken as 19 percent in the recalculation of the 1951 loss 
of income figures. 

Because of the different methods of operation the duplication between group 
insurance and Blue Cross-Blue Shield coverage could not be determined by the 
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same methods. Accordingly, an opinion survey was conducted by the six leading 
companies whose business represents more than two-thirds of the total. Inquiries 
were directed to a large number of insurance representatives who install and 
service group cases, requesting them to estimate the extent of duplication on the 
basis of their personal knowledge and observation. A similar study made in 1950 
indicated a duplication of 10 percent with respect to hospital coverage with no 
substantial duplication in surgical and medical expense coverage. The new study 
in 1952 indicated that the duplication between group hospital expense insurance 
and Blue Cross coverage had increased to approximately 12 percent while dupli- 
cation of surgical and medical expense coverage of nearly 10 percent was re- 
vealed. There is also known to be some duplication within group insurance 
where an individual may be covered as a dependent under one group and as an 
employee under another, as in the case of a working wife. This type of duplica- 
tion is believed to be of minor proportion, but in view of its existence and the 
apparent tendency toward an increasing degree of duplication with the passage 
of time, the indicated factors of 12 and 10 percent have been increased, respec- 
tively, to 1634 and 12% percent. 

An effort was made to obtain an indepnedent check on the extent of duplica- 
tion and, through the cooperation of 19 hospitals, information was obtained, 
through their admissions offices, of the benefits under which each patient admitted 
during a selected period was protected. It appeared, however, that there was a 
tendency for not all benefits to be reported and, accordingly, this information has 
been disregarded. It is interesting to note, however, that the studies made 
through these hospitals indicated that the percentage of persons admitted, who 
had either insurance or Blue Cross protection, ranged from 50 percent to more 
than 80 percent with a median of 65 percent. This is a somewhat higher ratio 
than the ratio of covered individuals to total population indicated by the sum- 
mary figures on page 1176. ‘This is to be expected since there is naturally a tend- 
ency for more utilization of hospital facilities by those who are protected. 

There is a further area of duplication in States such as Wisconsin and Ten- 
nessee where surgical plans approved by medical societies are underwritten by 
insurance companies. The entire coverage under such plans has been deducted 
from the gross aggregate figures. The resulting estimates of the duplication 
from these three sources are summarized in the table below. 








Deduction for duplication of coverage 


Hospital Surgical Medical 
Individual insurance : ‘ ‘ 3, 709, 000 3, 199, 000 | 853, 000 
Group insurance 4, 909, 000 3, 703, 000 , 270, 000 
State medical society plans. - -- 263, 000 | 1, 321, 000 826, 000 
Total 8, 881, 000 8, 223, 000 2, 949, 000 


In deriving the figures on the distribution of coverages by States, the duplica- 
tion under plans sponsored by medical societies was deducted from the appro- 
priate States. The remainder of the duplication was allocated to each State by 
a method which assumed that duplication was higher in States having a high 
proportion of the population covered by the particular type of protection than 
in States with a lower proportion. In the past, the same duplication factors 
have been applied for each State. The refinement in method adopted this year 
accounts for the decrease over last year in the coverage figures for most of the 
few States showing such a decrease. 

Because of the increase over last year in the size of the duplication factors, 
the growth in number protected by the various coverages is somewhat under- 
stated. This understatement is offset to a minor degree only by the inclusion of 
Alaska and Hawaii for the first time in 1952. 


PART IV. BENEFIT PAYMENTS 


Estimates of the amount of benefit payments are shown in this issue of the 
survey for the first time. For Blue Cross and Blue Shield coverage, benefit 
payments were derived from figures furnished by the Blue Cross Commission, 
the split between hospital and surgical-medical payments being estimated for 
some plans. For insurance-company coverage, benefit payments for the different 
types of accident and health coverage are not available separately, and estimates 
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were obtained by applying to premium receipts approximate ratios of benefits 

to premiums. For independent plans, estimates were based on estimates for 

earlier years made by the Social Security Administration. 
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Mr. Heseiron. Do the members have copies? 

Mr. Brers. They either have them or they are waiting for them, 
sir. 

Chart I shows the number of persons covered by hospital, surgical, 
and medical prepayment plans. Some people belong to more than 
one plan, but the totals have been reduced to eliminate this duplication 
as accurately as possible. We have attempted to include persons cov- 
ered by all kinds of voluntary prepayment plans: group and individual 
insurance, Blue Cross, Blue Shield, plans sponsored by county or 
State medical societies, private group clinics, et cetera. The 91 million 
persons with hospital coverage represent almost 60 percent of our 
United States population of about 160 million. Many of the latter 
are, for one reason or another, not in the market for hospital-bill pre- 
payment coverage. The numbers covered for surgical and medical are 
smaller partly because they are newer coverages and partly because 
there are fewer institutions in those fields. 

Chart II compares the numbers covered by insurance companies with 
the numbers’covered by other plans. The numbers covered by insur- 
ance companies are the black lines. Blue Cross-Blue Shield and mis- 
cellaneous plans are the small columns. In this chart duplication is 
not eliminated. It could not very well be. It shows insurance com- 
panies, Blue Cross-Blue Shield are both very important factors in this 
field, which is my main object in showing that to you. 

Chart III shows the loss-of-income protection. That is the health 
insurance in the original meaning of the word. It is loss-of-income 
coverage. This original kind of health insurance does not cover as 
many people as the other. You will notice the coverage under group 
policies is almost 18 million, and under individual policies something 
like 13 million. There is no Blue Cross or Blue Shield. There is a sub- 
stantial number covered under employee mutual benefit associations. 

The younger brothers of this type of health insurance have out- 
stripped it in size and in public intention; but the dollars it pays to 
disabled persons may contribute Just as much to their final recovery to 
good health as the same number of dollars paid by a hospital or med- 
ical prepayment plan. 
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Chart IV shows the numbers covered in various geographical areas. 
The bar on the extreme right for each area shows the total population 
of that area for comparative purposes. That is a little information 
to be obtained there, showing differential popularity. You can study 
those more in these booklets. 

Chart V is intended to give a picture of the rapidity with which pre- 
payment plans have spread during the last decade. While studying 
this picture, which covers hospital and surgical and medical, one 
should bear in mind that these kinds of insurance were first invented, 
as it were, only about 20 years ago. 

One should also bear in mind that none of these types of coverage 
has been static in quality during this period. tenn teaheounty with 
the spread of each line of coverage, the benefits offered have been con- 
tinuously modified, in the endeavor to make the coverage more com- 
plete, and more effective to accomplish its proper purposes. I would 
jike to take a few minutes to teil what I mean by this. 

In this section of my remarks entitled “How Benefits Have De- 
veloped” I will talk exclusively about group insurance. I am in- 
formed that other persons are appearing here to deal with the other 
forms of prepayment, such as individual insurance policies, Blue Cross 
and Blue Shield plans, et cetera; and I am not well enough informed 
to cover them, anyway. Also, there is one very important phase of 
group health insurance coverage that I want to leave for another 
speaker who has already been announced; namely, group major med- 
ical insurance, often referred to as catastrophe medical coverage. 

So now let me go back again to the beginning of hospital insurance, 
20 years ago. At first we offered to write this insurance only for com- 
panies with at least 250 employees, and only if they carried another 
form of group insurance with us. With experience in the business we 
gained confidence in our ability to solve its special problems. We 
began offering to cover smaller groups, to solve its special problems. 
We began offering to cover smaller groups, first 100, then 50, 25, and 
some progress is being made with even smaller groups. We stopped 
restricting our offers to our own group life or loss-of-income group 
health policyholders. We have developed, and are still developing, 
new methods of covering multiple employer groups, largely those 
brought together by the collective bargaining process including what 
are often called Taft-Hartley welfare fund cases. 

Our first policies provided $3 per day toward the hospital’s bill for 
board and room, as I said, plus up to $15 for any charges for oper- 
ating room, laboratory, and anesthetics. Believe it or not, that $15 
received no special criticism on the grounds of its inadequacy; and 
our average claimant did not use the whole $15; the average amount 
used was nearer $10, and the proportion of claimants spending more 
than $15 was reasonably small. How times have changed. The 
amounts of daily benefit our policyholders purchase have increased 
from the old $3 to higher and higher figures—$15 or $16 is not un- 
common any more—and we now offer, in rather carefully selected 
cases, a policy that pays the hospital’s semiprivate board and room 
charge without any dollar limit on the daily rate. When the hospi- 
tals increase their charges, our insurance costs automatically increase, 
which makes this kind of a policy rather hard to handle. We have 
the right to change our premium rates at least once a year, but we 
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tend to put this off as long as possible, to avoid upsetting otherwise 
satisfied customers. 

The $15 allowance for operating room, laboratory, and anesthetic 
charges has been many times increased and broadened. It is now sel- 
dom limited to a specified list of services, but covers all necessary hos- 
pital services and supplies, other than the board-and-room charge 
(which is covered by the daily benefit allowance). For several years 
from the beginning, an allowance of 5 times the daily benefit rate 
seemed adequate; now our policyholders purchase an allowance of 10 
times or 20 times the daily benefit rate. Some policies provide that 
after charges for these miscellaneous services reach the fixed limit, the 
policy will reimburse the claimant for three-quarters of the excess up 
to a top of several thousand dollars, or even without any top limit. 
Finally, and here I refer to a development that many students of the 
subject consider unsound, some policies offer to pay the whole of the 
bill, no matter how extensive the list of miscellaneous hospital services 
and supplies that may have been ordered. 

The early policies gave the policyholder a choice between a 21-day 
limit and a 70-day limit on the period of hospital confinement for 
which payment would be made. The 21-day limit has all but disap- 

eared ; 31 and 70 days are now the most popular; 120-day limits have 
Schlabe common; and those arranging for the purchase of a group 
policy have almost complete freedom of choice as to the limiting num- 
ber of days. 

Our early policies paid only if a person was confined in the hospital 
for at least 24 hours; later 18 hours. This minimum no longer applies 
in the event of short hospitalizations for emergency accident treat- 
ment, or for surgery, and often there are other liberalizing exceptions. 

It was several years before coverage of employees’ dependents was 
offered. Now coverage of dependents for the same benefits as em- 
ployees, or nearly the same benefits, is the usual thing. 

Surgical-fee benefits became generally available less than 15 years 
ago. Now most plans contain them. The schedules differ accord- 
ing to geographical sections of the country, since the general level 
of surgeons’ charges seems to be quite different in different sections. 
The most common schedule has a $200 top for the more complicated 
operations; and, for example, allows $100 for removal of appendix, 
and $30 for removal of tonsils. In some sections of the country, this 
schedule is a little more liberal than is desired; in other sections we 
regularly sell a schedule 50 percent higher. 

Insurance covering medical bills other than for surgery is a still 
later development. In 1945 my company somewhat timidly offered 
a limited protection for doctors’ bills during the insured employee’s 
total disability; $2 against the fee for an office or hospital visit; $3 
against the bill for a home call. Since that time, we have responded 
to the demand for larger amounts of insurance and for a variety of 
different plans. One comparatively inexpensive and rather popular 
plan covers employees or their dependents for doctors’ calls only in 
the hospital and only in nonsurgical cases; this is, of course, usually 
bought only when surgical fee coverage is also carried. Another 
and more expensive plan covers employees, and their dependents, if 
desired, for office, hospital and home calls regardless of total dis- 
ability; in this coverage it is not uncommon to exclude payment for 
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the first call, or the first 2 or 3 calls, for each cause; or possibly for 
2ach illness, paying from the first call for treatment of an accident. 

In recent years most companies have developed a series of addi- 
tional optional benefits, which the purchasers of a group plan can 
have added for an extra premium. One example is a provision for 
payment of X-ray and laboratory fees outside of the hospital, com- 
mon maximum limits on such fees for each disability are $25 and 
$50, Another example is called the supplementary accident benefit, 
which makes available a blanket sum, such as $300, in the event of 
accident, to cover any expenses of treatment not covered by the regu- 
lar benefits of the plan. An example of a somewhat different nature 
is the so-called polio benefit, which undertakes to pay just about all 
the costs of treating poliomyelitis up to a maximum of several thou- 
sand dollars. 

Probably I have now said more than enough to show you that a 
considerable range of choice is available if you start out to buy a 
good group health insurance plan for a group of employees. In 
fact, you can spend a fair amount on a plan of this kind if you have 
a mind to. You might want a plan paying a loss-of-income benefit 
of (say) $35 per week for 26 weeks at a cost of somewhere near $35 
per year per employee. In a good many industrial centers you might 
want at least a $12 daily hospital benefit with a 70-day limit oid a 
liberal allowance for miscellaneous fees, costing somewhere near $30 
per year per employee. You could then throw in surgical benefits 
and doctors’ calls on the nondisabling plan for about $15. By now 
I have you spending $80 per year per employee. The hospital and 
surgical benelits for an employee’s wife and children would cost about 
another $80 per year. Not all of the employees will have dependents, 
but the whole bill will run over $100 per year per employee; over $10 
a month, that is. As I have previously indicated, this cost can be 
split in various ways between employer and employees. 

What is the future of this business, and what are our especial prob- 
lems? Our hardest problems are with human nature. If we offer 
the wrong kind of benefit, human nature will respond by doing some- 
thing we did not foresee. If we limit our board-and-room benefits 
and make a large allowance for miscellaneous fees, hospitals that 
are running short will naturally raise their X-ray, laboratory, and 
miscellaneous charges before they raise their board-and-room charges. 
Also, under that kind of insurance, patients and their doctors may 
not try to be even reasonably economical in the miscellaneous services 
they request and order. If the plan contains no coverage of X-rays 
out of the hospital, a person needing X-rays will natu ‘ally try to get 
admitted to the hospital as a bed patient and then use the hospital’s 
X-ray department. Things like this may change the natural course 
of medical and hospital practice considerably, and not often in the 
direction of greatest efficiency. However, we can only learn by try- 
ing; and out of the multiplicity of plans now in existence, much 
wisdom will eventually emerge—but not uniformity. 

As far as growth is concerned, I see no signs of a slackening. From 
time to time new classes of persons will appear who want coverage, 
and can buy it. New methods will be tried for covering new types 
of groups. From time to time, new types of benefits will continue 
to be experimented with—and fail, or succeed and become popular. 
This is a very healthy condition for any movement to be in. 
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The only unhealthy aspect of the situation is the tendency of some 
people to see in progress only signs of incompletion. Those who 
think that if a thing is good, it should be provided now to everyone, 
do not understand the basic truth that human progress must needs 
be unending. 

I thank you. 

Mr. Hesevron. Thank you,sir. Are there any questions, gentlemen ? 

I would like to ask you a few questions. I assume you and your 
three associates plan to st: Ly with the committee during the hearing? 

Mr. Beers. I hope so. 

Mr. Heserron. Something may arise as a result of someone else’s 
testimony, where we may want to ask a question. 

In your statement on page 6 you said: 

In the foregoing, I have not meant to seem to be boasting of the progress 
of my own company. The same things have been happening in the other group- 
writing insurance companies * * *, 

How many other companies are in this field? Do you happen to 
know ? 

Mr. Beers. There are a great many now. In the early days there 
were about 7 who were promoting it to a much greater extent than 
other companies, but I think nowadays the number runs well over 
100 who are doing a more or less aggressive group-insurance business. 

Mr. Hesetron. Incidentally, a hasty glance at that geographical 
chart indicated that less insurance was written, apparently, in the 
western part of the country than in other parts. A considerable 
amount was written, for instance, in the Southeast. I may have mis- 
interpreted it. Is there anything to account for that? I know Cali- 
fornia has a compulsory insurance law in connection with industrial 
insurance. Is there any other factor? 

Mr. Brers. The volume of this insurance in California is fairly 
great in spite of the compulsory insurance there. I think it is a 
matter mostly of industrialization. The rural and mountain terri- 
tories would show less group insurance. 

Mr. Heserron. It seemed to me, as you were testifying, that the 
main emphasis was on the development of insurance in industry. 

Mr. Beers. That is right. 

Mr. Heseitron. Between the employer and the employee. 

Mr. Beers. That is right. 

Mr. Heserron. As I understand it, that covered about 60 percent 
of the people in the country, from the testimony. 

Mr. Beers. Yes. 

Mr. Hesexron. I realize the soundness of your not wanting to expect 
to do everything overnight. Of course, it is the other 40 percent 
which does give rise to this very real concern as to whether we can 
interest them, educate them, or whether the programs themselves are 
beyond their means. 

Mr. Berrs. Yes. 

Mr. Heserron. Has any study been made as to the comparative 
income of the people who do not belong to these programs as against 
those who do? 

Mr. Beers. I do not think so; no, sir. 

Mr. Hrsevton. Then you referred on page 9, apparently, to the type 
of insurance which would completely take care of what has been re- 
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ferred to here before the committee as catastrophic illness. I am not 
sure that it would, but at least it would pay the semiprivate board- 
and-room charge without any dollar limit on a daily rate. Is that 
sold very extensively ? 

Mr. Beers. No; that is not sold very extensively. I might point 
out that that covers the catastrophic case that develops a huge bill in 
the hospital from hospital services during a limited period, such as 
31, 70, or 120 days, so that it is not full catastrophic coverage. 

There are some rather spectacular cases that have received a good 
deal of publicity recently that have been written on that plan. 

Mr. Hesevton. Where payments have been made in large amounts? 

Mr. Beers. No; where the coverage is unlimited during a period of 
120 days, I think it is; 70 days, anyway. 

Mr. Hesevron. Now we have had a considerable amount of testi- 
mony in connection with some of these diseases, as to the vital impor- 
tance of adequate rehabilitation, in the case of some of the more 
serious diseases. Are there any policies written which cover any 
rehabilitation expense ? 

Mr. Berns. I believe not. 

Mr. Heseiron. Now may I finally ask you a few questions sug- 
gested by the staff. 

Do you have any data to show total medical costs, including hos- 
pitalization, surgical, and medical expense, not covered by your insur- 
ance? In other words, what happens between the limits of payment 
by your company and final cost to the victim ? 

Mr. Beers. I cannot give you any information on that. 

Mr. Heseiton. Do you know whether, in connection with the Presi- 
dent’s Commission on the Health Needs of the Nation, any attention 
was given to that type of data ? 

Mr. Beers. I am sorry. 

Mr. Heseiron. We note the rapid increase in the coverage of hos- 
pital, surgical, and medical expense. Do you attribute this to an 
alerted public stimulated by the agencies offering this coverage? 
Could it not be that increased hospital, medical, or surgical costs 
have forced the victims to seek a means of getting this insurance ? 

Mr. Berrs. It is everything. 

Mr. Hesevron. A combination? 

Mr. Beers. We invent some plans and go out and persuade the 
public to buy them, and every now and then the public figures out it 
needs some kind of coverage and persuades the insurance companies 
to offer it. And you also have in the picture the unions, employers, 
insurance brokers, and the press; and I have not mentioned, of course, 
what is very important—a good deal of the wisdom that comes out of 
committee hearings of this kind. 

Mr. Heseiton. You mentioned a polio maximum policy up to sev- 
eral thousand dollars. 

Mr. Beers. Yes, sir. 

Mr. Hesevron. Yesterday the national foundation witnesses testi- 
fied that their average costs were several times these figures. In 
terms of that, does the policy offered actually cover the full cost of 
not only the check of the disease but also rehabilitation ? 

Mr. Berrs. I think in polio it would cover any expenses that looked 
like medical expenses and rehabilitation in the case of polio. That 
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would definitely be medical expenses, would it not? The occupa- 
tional therapy or whatever it is called, and the massage? 

Mr. Hesexron. Yes. 

Mr. Berrs. And all of that sort of thing. Yes. 

Mr. Hesriton. So in that one field, as I understand it, actually 
there is an experiment 

Mr. Beers. That is a good word. 

Mr. Heserron. In the nature of an experiment as to whether that 
can also be accomplished. 

Mr. Beers. Yes. 

Mr. Hesevron. The figures you mentioned for top payment for 
surgery seemed low. For instance, in cancer for removal of the breast 
for certain types of cancer operations very few surgeons, at least 
located in the urban areas, will undertake the operation for anything 
less than $700, and the fees range apparently up to around $3,000, 
So has the surgical side of it proved out ? 

Mr. Beers. There are some glaring inadequancies. Of course, sur- 
geons often look at the insurance and try to scale the bill down to- 
ward the insurance, if they are dealing with a family whose other 
resources are not too great. In some parts of the country it is pretty 
general for surgeons to do the surgery for the amounts for which 
employees are insured, provided the insurance happens to be a reason- 
ably adequate one, such as the schedule I mentioned. 

Now, I do not mean that a complicated cancer surgery would prob- 
ably be done for $200. I do not know that it would, very often. 

Mr. Hesevron. As a matter of fact, if I recall correctly, there has 
been some consideration given to that very development on the part 
of the American Medical Association. Do you so understand that 
they are concerned about the fact that the maximum policy becomes 
the minimum charge? 

Mr. Beers. Well, that is one of the troubles with this kind of in- 
surance. If you insure for too modest a schedule you are not letting 
people insure themselves properly against the very large cost. of " 
difficult and complicated and rare operations. On the other hand, 
you issue a very liberal schedule you find a lot of surgeons who sats 
properly look at the schedule first, and that means that they would 
naturally charge the amount in the schedule even for the simplest 
types of that kind of operation. It works both ways. The surgeons 
have to do something about inflation, too. 

Mr. Heseron. Well, your statement certainly shows considerable 
advance has been made. It is a very real contribution to the work 
of this committee. 

Now, have you completed your statement? 

Mr. Beers. Yes, sir. 

Mr. TrHornperry. Mr. Chairman, I would like to ask one question. 

Mr. Hesevtron. Mr. Thornberry. 

Mr. Tuornserry. Would you please explain the difference between 
the type of insurance your company writes and that of the Blue Cross 
and Blue Shield you referred to awhile ago, when you said their com- 
petition was taking some of your business. Could you tell the com- 
mittee briefly what the difference is? 

Mr. Beers. Let us see. I work for an insurance company which is 
a corporation. 
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Incidentally, there are two kinds of insurance corporations; stock 
corporations, owned by the stockholders, and mutuals owned by the 
policyholders. Mine is a stock corporation. 

We have to do business a little more economically than the other 
fellow, or something, in order to pay our stockholders, but we manage 
to get along. 

The Blue Cross is usually a statewide association, a nonprofit cor- 
poration. It is not exactly a sales agency of the hospitals, nor is it 
exactly an insurance company, but it is a nonprofit corporation that 
issues membership certificates and memberships, and then they make 
arrangements and contracts with the hospitals so that their mem- 
bers can go to the hospitals and the Blue Cross will pay according 
to some formula for the hospital service given their members. So you 
might say it is a geographically local nonprofit association for pre- 
paring the costs of hospital care. 

Now, Blue Shield is a little bit different, because Blue Shield has 
to do with surgery instead of hospitals. You can make contracts 
with a few hospitals, but you cannot make contracts with thousands 
and thousands of surgeons. So the form differs somewhat, but the 
Blue Shield associations are more like the Blue Cross than they are 
like the insurance companies. 

Mr. THornperry. Blue Shield is more along geographical lines? 

Mr. Beers. Always. The Blue Cross and Blue Shield are always 
geographical. They are not always statewide. I do not think there 
is any that crosses a State line, but I may be wrong in that. 

Mr. THornperry. May I ask you another question? I think the 
chairman referred to this when he asked his question. I was not 
quite clear as to whether it was on this point or not. 

Do the surgeons and doctors feel sometimes antagonistic toward 
the provisions of the policies providing for the payment of their 
fees? I believe you have referred to the fact that the maximum policy 
was the minimum fee that the doctor or surgeon could collect. Has 
there been some antagonism toward that type of insurance? 

Mr. Beers. There is some tendency for the surgeon to charge at 
least the amount shown in the policy, because that is easier to collect 
from his patient. That is normal and natural. 

Most group insurance is scaled low enough, I think, so that that 
does not cost the American public as a whole very much. 

Where we run into difficulties with the surgeons, really, is more 
apt to be in the fact that it requires a little paperwork, because either 
they or their office nurses have to fill out a paper showing what hap- 
pened, and so forth. That is the main difficultiy we have with the 
general run of surgeons. I am not speaking here of the small minotity 
with whom we have certain other difficulties, which we do not need 
to go into. 

Mr. Tuornperry. I will agree with that. The only thing I am 
referring to is that I have heard sometimes some antagonism of doc- 
tors and surgeons to the plans because of the paperwork and some- 
times because it is suggesting a fee they ought to charge in the case. 
Does your experience bear that out ? 

Mr. Beers. I do not think it is very much so; no. If ina particular 
locality our surgical schedules are, you might say, out of date, it might 
happen. If they were sold 5 or 10 years ago the schedule of fees is 
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2 little too low, and that, naturally, is hard on the surgeons, because 
they have to charge extra fees, and that is difficult and unpleasant. 

Mr. Trornserry. That is right. 

Mr. Beers. That will cause a little trouble locally. But localities 
copy each other, you know. One fine thing about the arrangements 
now is that we have so very many different plans of this kind that 
the poorer ones see the better ones and tend to copy them. Then 
somebody invents something, and if it works well, it is copied. If it 
does not, people kind of snicker, but they do not copy it. 

Mr. THornperry. I believe you referred awhile ago to the fact 
that you are continually revising the plans, and I believe you referred 
to the fact that hospital costs have been increasing because of in- 
creased costs. 

Mr. Beers. Yes, sir. 

Mr. Tuornperry. And it was necessary to revise the amounts to 
cover the payment. How long does it take ordinarily to catch up 
with those increases in the policies and cover them ¢ 

Mr. Beers. It depends, you know, on how wide awake the employer 
is. Ifa union represents the employees, it would depend on whether 
they want to concentrate on fringe benefits this year or on cost of 
living, and all that sort of thing. There is always quite a lag, although 
we are rewriting our business on the average, I would say, every 2 
or 3 years. We rewrite all of our group policies, to change one little 
thing or another, if not everything, at about that time. 

Mr. THornperry. Your experience with that type of policy is with 
the employer-employee groups mainly ¢ 

Mr. Beers. That is right. 

Mr. THornperry. The thing I was thinking about was where the 
individuals take care of the coverage and are faced with the fact 
that the coverage they have is about a year behind what has happened 
in the hospitals. 

Mr. Beers. Yes, sir. 

Mr. TuHornperry. Particularly the hospital rooms have increased 
a great deal over the last few years. 

“Mr. Beers. Yes. 

Mr. Tuornserry. At one time a person would go to a hospital and 
would think about paying $5, $6, $7, or $8; and now they are talking 
about $20 or $21. 

Mr. Beers. Yes, sir. 

Mr. THornperry. That is the average person. 

Mr. Beers. Yes, sir. 

Mr. THornperry. I am not talking about the person who wants 
a special room in the hospital. 

Mr. Berrs. That is right. 

Mr. Tuornperry. The hospitals generally are not based upon 
philanthropies or people who are civic minded, and they have to have 
their money. The patient will find the bill about the time he is 
located in the hospital room. 

I believe that is all. 

Mr. Carty.e. Are all the more prominent diseases covered by some 
form of health insurance? 

Mr. Brrrs. The kind of insurance I have been talking about does 
not exclude any kind of disease I can think of. It does not exclude 
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any kind of disease at all. The only thing it excludes is the occupa- 
tional accident covered by workmen’s compensation. Our object is 
to issue a kind of insurance that covers nonoccup: ational accidents and 
diseases, so if it is not covered by workmen's compe nsation, it is 
covered by group insurance. 

Mr. Cartye. I was under the impression that perhaps rheumatism 
and arthritis were not covered by this insurance. 

Mr. Beers. That is not so, sir. 

Mr. Cartyte. They are covered ? 

Mr. Beers. There is no exclusion. I am talking about group insur- 
ance of this kind, and I have omitted major catastrophe medical 
insurance from my remarks. 

Mr. Cartyte. Well, how about mental disease ? 

Mr. Berrs. All covered. 

Mr. Cartyie. They do cover mental disease ? 

Mr. Berrs. Yes. 

Mr. Cartyie. With group policies only ? 

Mr. Beers. I am not at all well versed in individual insurance, sir. 
My company issues it, but they specialize more in individual accident 
than they do in individual health. I, myself, have only a little more 
than a newspaper knowledge of individual insurance, so I will have 
to defer to others. 

Mr. Cartyuie. That is all, Mr. Chairman. 

Mr. Heserron. Any other questions? 

I would just like to ask 1 or 2 more questions. My attention has 
been called to what is known as the life insurance medical research 
fund. Does your company participate in that? 

Mr. Beers. Yes, we do. 

Mr. Hesetron. Could you tell us a little about what it does and how 
it operates? 

Mr. Beers. I am awfully sorry to say no, I cannot. I know only 
that we contribute, and I am convinced it is good; but that is all I can 
tell you. 

Mr. Heseiron. You do not know what type of research it supports? 

Mr. Beers. Heart is very important; and how many other things I 
do not know. 

Mr. Hesetron. All right. We will now hear from Mr. Edmund B. 
Whittaker. 

(The biography of Mr. Whittaker is as follows:) 


BIOGRAPHY OF EpMuUND B. WHITTAKER 


Edmund B. Whittaker is vice president of the Prudential Insurance Co. of 
America, in charge of that company’s group insurance department. 

Born in Scotland, he comes from a mathematical family and received his early 
training in the Scottish Widows Fund and Life Assurance Society in Edinburgh, 
Scotland. He came to this country in 1926, joining the actuarial department of 
the New York Life where he stayed 3 years. 

He joined the Prudential as mathematician in 1929 and has been advanced 
along the line to the position of vice president which he now holds. He is a 
fellow of the Faculty of Actuaries in Scotland and the Society of Actuaries. He 
is well-known in educational circles, having been chairman first of the educa- 
tional committee of the Actuaries Club of New York and then of the joint educa- 
tional committee of the Actuarial Society of America and American Institute of 
Actuaries, which have since been consolidated into the Society of Actuaries. He 
also served as a member of the advisory council of the mathematics department 
at Princeton University. 
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Mr. Whittaker is in charge of the group-insurance activities of the Prudential. 
He is a member of the Advisory Council on Disability Benefits for the State of 
New Jersey. 


STATEMENT OF EDMUND B. WHITTAKER, VICE PRESIDENT, THE 
PRUDENTIAL INSURANCE CO. OF AMERICA 


Mr. Wuirraxer. My name is Edmund Boyd Whittaker. I am 
vice president of the Prudential Insurance Co. of America in charge 
of our group-insurance department. This department handles all 
forms of mass coverage including group life insurance, weekly in- 
demnity for sickness, group annuities, and various forms of hospital, 
surgical, and medical coverage. 

Though my current responsibilities lie mainly in the sales field, I 
am an actuary by profession and have been very keenly interested in 
the development of new forms of group coverage to meet the ever- 
changing demands of employers, unions, and the insuring public. 

Mr. Beers has described to you the situation as it exists with respect 
to what we call in the trade “basic coverages.” I shall confine my 
remarks to the most recent and, I think, the most important develop- 
ment in group coverage of the last 20 years, namely, major medical 
insurance, which is sometimes referred to as medical catastrophe in- 
surance. From Mr. Beers’ figures you must have gathered that basic 
coverage is tremendously popular and is becoming increasingly so. 
One of the reasons for this is no doubt the fact that labor unions are 
demanding so-called fringe benefits in lieu of cash wage increases, and, 
since all the workers would participate in a cash wage increase, there 
is a natural tendency for their leaders to concentrate on providing 
benefits under which large numbers of the workers or their families 
would collect, rather than insuring against the tremendous medical 
bills which occasionally ruin even the most prosperous families. 

Major medical insurance, to the best of my knowledge, first came 
into being 5 years ago when an association of General Electric em- 
ployees took out a policy with the Liberty Mutual Insurance Co. of 
Boston. It provides insurance to cover practically every expense in- 
curred in restoring a sick person to health. It embodies two factors 
not commonly found in basic cover age, namely, the “deductible” ane 

“coinsurance factor.” The deductible follows the same principle 
in automobile collision insurance. I suppose that most of you where 
collision policies with a $50 or $100 deductible, and you have been 
educated to the fact that there is no sense in invoking the mechanism 
of insurance to pay small claims. There is no sense incurring a $5 
claim expense to pay a $5 claim for a dent in a fender. The same 
principle applies to medical expenses; namely, that the only economi- 

cal method of taking care of small medical bills is for the patient to 
pay for them himself without involving insurance records or claim 
investigations. By cutting out the expense of paying small claims, 
the deductible principle has permitted the use of much lower pre- 
mium rates than would otherwise be necessary. 

The principle of coinsurance means that the patient has to pay 
part of the bill, and we believe that coinsurance is necessary, because, 
unless the patient has some financial stake in the bill, the cost of medi- 
cal care will skyrocket. Since the general principle of medical econo- 
mics is for surgeons to charge fees according to the patient’s income, 
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this is one of the hazards insured against, and it becomes perfectly 
obvious that the patient must have some stake in keeping the cost down 
or the calculation of scientific premium rates would be utterly impos- 
sible. While coinsurance is desirable even in basic coverage, it is much 
more important. in the case of major medical insurance, which pro- 
vides for claim payments in some cases up to $10,000. 

Major medical insurance made very slow progress in the first 2 
years and, in my opinion, was on a most unscientific basis because the 
rates charged for any given combination of deductible and coinsur- 
ance were uniform regardless of the composition of the group. A 
group of executives earning $10,000 a year and over obviously incurs 
much higher surgical fees than a group of clerks and a group of 
old people will incur higher medical expenses than a group of young 
people. ; 

It seemed to us that we ought to make an effort to have premiums 
which would reflect the composition of the risk, because once an em- 
ployer puts in a plan of this sort it is going to be very difficult, from 
the employee relations angle, to abandon it. Therefore, he should 
have some sound idea at the start of what it is likely to cost, and 
we felt there would be wide differences in cost depending on the com- 
position of the group. 

Since there were no statistics available, we decided to get some from 
the experience of our own Prudential employees. We sent out elab- 
orate questionnaires, some 5,600 of them, to all our employees 
throughout the country with the title of assistant manager or up, 
which corresponds roughly to those making over $5,000 a year, asking 
them to cooperate with the company by listing their own ages and 
the ages of their wives and dependent children under 19. Then, if 
they had any single illness in the family during the calendar years 
1949 or 1950 which cost more than $100, we asked for full particulars 
as to which member of the family was sick and how the expense was 
divided between (a) hospital charges, (6) hospital nursing, (c) drugs, 
(d) surgeon’s fees, and (e) home nursing. By diligently following 
up these questionnaires we got replies from 98 percent of the people, 
and we also analyzed, from the material in our claim department, the 
expenses in connection with employees of that group who had retired 
or died during the 2-year period. These statistics were written up 
in detail in a paper which was presented to the Society of Actuaries 
by my associate, Alan Thaler. 

The first study was made by income brackets and revealed the fact 
that, with a flat deductible such as $300 and any reasonable coinsur- 
ance factor, the actual cost to persons in the $10,000 to $15,000 income 
bracket was exactly twice as great as in the $5,000 to $7,500 income 
bracket. So medical care costs go up exactly with relation to income. 
There was not too great a difference in the hospital cost or hospital 
nursing, but there was a whale of a difference in the cost of special 
nursing and surgeon’s fees. 

The second study was made geographically, dividing the country 
into four large areas. This showed that if, for a given combination 
of deductible and coinsurance, the monthly net claim cost was $3 for 
the country as a whole: it was $3 for the East, $2.50 for the Midwest, 
$2 for the South, and $4 for the West. 

The third study reflected incidence by age, and the results of this 
study are, I think, more important and more astounding than we had 
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anticipated. If the net claim cost for a plan with a $500 deductible 
be represented, for employees under 35, by 1, the net claim cost from 
35 to 50 is 2, from 50 to 65 is 5, and at age 65 itself it is 10. We had 
no experience over 65, because our survey was limited to active em- 
ployees and we have a compulsory retirement age of 65. This shows 
that age is actually more important in this type of insurance than 
it is in life insurance. Under the latest mortality table the mortality 
rate at 65 is only 9 times the rate at 35, whereas in major medical 
it is 10 times. 

The last study showed the cost. as between various members of the 
family. This showed that the additional cost for an employee’s wife 
under most family budget deductibles was 50 percent greater than 
for the employee and, taking all ages combined, the cost for the 
children as a unit (not each child) was only half as much as the cost 
for the employee. The average number of children came out at 114 
per employee, or 2 per employee with dependent children. 

The survey covered 35,000 life years and, therefore, should have con- 
siderable statistical significance. It points very clearly that, in spite 
of all the dramatizations of poliomyelitis, spinal meningitis, and so 
forth, the major medical expense hazard is at the older ages and not 
on children. From the point of view of an insurance company we 
would expect the claims on an old industry such as the railroads, with 
an average age of 50, to be at least twice as great as they would in the 
case of an airline, where the average age is probably under 35. 

Our study showed that out of every 1,000 families consisting of a 
husband, wife, and at least 1 child, 1 out of 10 would have an illness 
costing at least $300 each year, 1 out of 20 would have an illness cost- 
ing $500 or more, and 11 out of 1,000 would have an illness costing 
$1,000 or more. Since the cost of medical care has gone up consider- 
ably since 1949, the percentages applicable to 1953 would be quite a 
bit higher. 

As a result of our study, we have come up with group insurance 
policies embodying various deductibles, with maximum amounts for 
any one individual going up to $10,000. The deductible is generally 
based on the illness for which payment is to be made, but we also 
have what we call a family budget deductible under which the de- 
ductible amount for any subsequent illness on the same member of the 
family or any illness on another member of the family within the same 
benefit year is a nominal amount, say, $25, which is imposed only to 
cut out the expense of investigating small claims. 

The rates are based primarily on the age distribution and family 
status, but the number of high-earning employees and the geographical 
locating must be taken into account. 

Many other companies have come out with group policies, some of 
which have deductibles varying with income; some only cover illnesses 
where the patient is hospitalized; some have uniform premium rates 
regardless of distribution by age, income, or residence; some limit 
payments for any one illness to a specified time, such as a 2-year maxi- 
mum. Most of them have a coinsurance factor, the most common be- 
ing 25 percent, but some companies issue policies with no coinsurance 
factor at all which, in my opinion, is thoroughly unsound. 

I have available for each member of the committee a copy of the 
enrollment booklet which we used when we enrolled employees of 
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Prudential. Perhaps it would be as well to get in the record a typical 
example of what expenses are eligible for payment. 

Mr. Hesetron. Will you indie: ate the booklet you refer to? 

Mr. Wurrraxer. There are three of them. The first describes the 
basic plan; the second describes the company’s polio plan; and the 
third is the major medical. 

(The booklets referred to appear at the end of Mr. Whittaker’s 
statement. ) 

The reason I am giving it to you is that I think it is the most com- 
plete booklet I have ever seen. When it came to enroll our own em- 
ployees we had to do it right. I think this is as lucid a book as you 
will get 

Incident: uly, our basic plan provides $10 a day hospital beenfits for 
70 days, $100 for special hospital charges, a $225 maximum surgical 
schedule, and $150 for doctor’s visits. 

The customary charges incurred by an employee or a covered de- 
pendent for the following services and supplies considered necessary 
7 a physician are eligible expenses under the major medical plan: 

Doctors’ services: Medical care and treatment by a physician in 
or cin of a hospital. 

2, Surgery: Surgical operations and procedures by a physician in 
or out of a hospital. 

3. Nursing care: Private duty nursing care in or out of a hospital 
by a registered nurse other than one who ordinarily resides in the 
employees’ home or who is a member of his immediate family. For 
this purpose the immediate family is considered to comprise the 
employee, his spouse, and the children, brothers, sisters and parents of 
the employee and his spouse. 

4. Physiotherapy: Treatments by a physiotherapist other than one 
who ordinarily resides in the employee's house or who is a member of 
his immediate family as defined under “Nursing care” above. 

5. Hospital regular daily services: Charges by the hospital for reg- 
ular daily services, which includes room and board and other routine 
—_ ices. 

Other hospital services: Charges by the hospital for medical care 
and treatment. For example, benefits are provided for operating 
room, medicines, drugs, anaesthesia, X-rays, laboratory tests, surgical 
dressings and supplies. Professional services, other than those spe- 
basi lly mentioned elsewhere, are not included. 

Anaesthesia : Cost of anaesthetic and its administration. 

8. X-rays and laboratory tests outside the hospital: X-ray treat- 
nates and examinations. Laboratory tests for diagnosis or treatment. 

Ambulance: Professional ambulance transpor tation to or from a 
hospital 

10. Medical supplies for treatment outside the hospital: Drugs and 
medicines which are dispensed by a pharmacist under the authority 
of a written prescription by a physician. Artificial limbs or eyes, 

‘asts, splints, trusses, br aces, crutches, rental of wheel chair or hospital- 
type bed, rental of iron lung or other mechanical equipment for treat- 
ment of respiratory paralysis, oxygen and rental of equipment for the 
administration of oxygen. 

As an additional feature, the customary charges incurred by an 
employee or a covered dependent for the dental treatment described 
below are also eligible expenses: We do not cover regular dentistry. 
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. Dental treatment: The following treatment rendered by a den- 
tint or dental surgeon within 90 days of an accident: 

(a) Dental treatment of accidental injuries to natural teeth, includ- 
ing replacement of such teeth. 

(6) Setting of a jaw which has been fractured in the accident. 

The expenses which are not eligible under the major medical plan 
are comparatively few, being limited to cases where payment is made 
under workmen’s compensation or where, in the absence of insurance, 
no charge would be made, such as veterans’ hospital cases. There is 

also a maximum allowance for a private room in a hospital. As ex- 
penses incurred in connection with pregnancy resulting in childbirth, 
abortion or miscarriage are normally covered under the basic plan, 
the major medical plan applies only to charges for the performance 
of a caesarian operation or in connection with any other intraab- 
dominal surgical procedure. That makes rather dull reading so I 
brought along a few claims showing what we do pay for. 

The first claim we got was from Pittsburgh. The employer paid 
all the cost. Within 2 weeks the wife of a machinist earning $30 a 
week gave birth to premature twins and they were both blue babies. 
Those babies were in the hospital for, I think, about 6 weeks and we 
paid out $1,000 in that case. The reason I am bringing this one up is, 
in the first place, you can see there is no exclusion for preexisting con- 
ditions. This woman was 7 months pregnant when the policy was 
taken out. Basic coverages have always covered children from 14 
days to 19 years, and since this illness started at birth they would have 
collected nothing under basic coverage. That was 2 years ago we had 
the first claim. Two months ago this woman had another blue baby 
and we are paying again. 

The next one is a case of a man not making much money. He wrote 
that he had $200 in the bank and his di Lughter had scoliosis, which is 
a twisted spine, and she was completely bedridden. There was no 
surgeon in upstate New York, where they lived, that could perform 
the operation necessary. It requires three operations. She had to be 
transported to New York on a stretcher and they signed up with a 
New York surgeon to perform these three operations for $2,500. She 
had to be transported and. had to have special nurses. She has had 
two operations and the third is still coming up. In that case the basic 
covered $730. The basic very seldom pays $1,000. The major has 
paid $1,600, so she has gotten $2,300 and there is more coming up. We 
also had to rent a hospital bed for a year and had to pay nurses’ ex- 
penses. 

The next is a case of a maximum claim. The accident claims are 
not so frequent, but when you get them they run to the maximum. 
This woman fell off a stepladder when she was washing windows. 
She fractured her spine and an enterprising neighbor brought her 
into the house and now she is paralyzed for life. We have paid $4,500. 
That is a $5,000 maximum. We will pay the maximum. 

The next case shows what we might pay for ambulance costs. Most 
of us think of an ambulance cost as $15 or $20. In this case an em- 
ployee, living in West. Virginia, was on vacation in Miami when the 
wife became. disabled. The doctor decided she would be better off at 
her home, but the doctor would not permit her to be taken in a car or 
train so we arranged with one of the few air ambulance services and 
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transported her from Miami to West Virginia at a cost of $600. When 
you get into major medical there are no exclusions. This was an 
accident case. 

The next case was also an accident case and it is interesting par- 
ticularly because the bill for special nurses so far is $2,300 and private 
nurses are not covered under any form of basic coverage that I know of. 

A covered dependent is defined as follows: 

For a man: Dependents who may be covered are an employee’s wife, 
unless legally separated, and unmarried children less than 19 years 
old. That is the usual coverage. Lately we have let them be covered 
until 23 because of the boys coming back from service. 

For a woman: Dependents who may be covered are the unmarried 
children less than 19 years old. 

The insurance becomes effective on employees who are actively at 
work on the day the plan goes into effect. Employees who are out sick 
ut that time are eligible immediately upon their return to work, and 
new employees when they are hired. The test of eligibility for de- 

yendents is quite simple. Wives must be able to carry on their normal 
Leuteliold duties, and children must be able to go to school and lead 
the normal life of a child of that age. 

In group insurance there is generally no exclusion for preexisting 
conditions. For instance, a person suffering from diabetes but ac- 
tively on the job can collect a claim later if he has an amputation for 
diabetic gangrene. 

As I mentioned before, many companies write major medical in- 

surance with a flat deductible regardless of basic coverage. If the flat 
deductible is below the level of the basic coverage a duplication of 
y”ayment may result, in whieh case the employee makes a profit from 
his illness. This is undesirable because it results in increasing the 
claim liabilities and consequently adds to the cost of this insurance 
to the public. 

While in some cases the only practical method of writing major 
medical insurance is with a uniform deductible, wherever possible it is 
desirable to integrate the major medical coverage with the basic cov- 
erage so as to eliminate duplication of payment. Various methods 
of integration have been tried, but the one in most common use is what 
is known as the “corridor deductible.” That means that after pay- 
ments have been made under the basic coverage, the patient has a 
certain out-of-pocket expense before the major medical insurance 
comes into play. This may be uniform for all employees, but generally 
increases with income, especially where the employee is paying the 
entire cost. In such cases it is almost necessary to have a deductible 
increasing with income if there is to be any semblance of equity be- 
tween the lower and the higher paid employees. 

In the case of our own employees, the out-of-pocket deductible varies 
from $100 in the case of employees earning less than $4,000 up to $500 
for the senior officers. 

Under most of the policies issued the insurance company pays 75 per- 
cent of the cost of eligible expenses after the deductible is reached, and 
the patient pays 25 percent. That is what I have been referring to as 
the coinsurance factor. There are also quite a few cases where the pa- 
tient pays 20 percent. Most companies have had requests for coinsur- 
ance factors less than 20 percent, but I personally don’t think they are 
sound. Some of the most troublesome claims are for psychiatric treat- 





| 
| 
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ments, and it is impossible to exclude psychiatric treatment without 
excluding all mental disease, yet mental disease is one of the most 
expensive and certainly one which all insurance companies are eager 
to cover. Yet if the coinsurance factor were reduced to 10 percent 
so that people could get psychiatric treatments for 10 cents on the 
dollar, I am afraid tiis would lead to very serious abuses. 

We now come to the question of costs, which, of course, depend upon 
the composition of the group and the deductible, et cetera. Prudential 
has a typical basic plan providing $10-a-day hospital benefits for 70 
days, $100 for special hospital charges, a $225 maximum surgical 
schedule, and $150 for doctors’ visits. Using the corridor deductibles 
mentioned above, namely $100 for the lowest paid to $500 for the senior 
officers, with a 25-percent coinsurance factor and a $10,000 top, our 
rates for major medical came out at 50 cents a week for an employee 
with no dependents, increasing to $1.50 a week for an employee with 
a wife and children. We based these rates on the assumption that we 
would get a satisfactory enrollment down to the $6,000 level, but we 
actually got over 75-percent enrollment all the way down to the lowest 
salaries, so those costs are unquestionably high. This disproves the 
popular theory that major medical insurance only appeals to those in 
the upper-income brackets. No pressure whatever was put on Pruden- 
tial employees to enroll, but the plan was so attractive, particularly 
the $100 deductible for the lowest salaries, that the response was far 
more enthusiastic than we anticipated. 

Since I wrote this statement I was talking to the vice president of 
Metropolitan, and he told me they have written a major medical policy 
on employees of the Eastman Kodak Co., and have 98 percent enroll- 
ment. In that case you would expect a high enrollment, because the 
employees pay only half. 

At the same time that we were enrolling our own employees we were 
enrolling the employees of one of our large policyholders who laid 
emphasis on cutting down the cost rather than liberalizing the benefits. 
They started with a $200 deductible increasing to $400 and employee 
contributions from 30 cents a week for a single employee to 95 cents 
for an employee with a family, but their enrollment did not go over 
as well in the lower brackets as ours did. 

In cases where there is no integration with a basic plan, I would say 
that the premium for a single employee under a $5,000 maximum- 
benefit plan assuming an average age distribution varies from a low 
of about $1.25 per month for a $500 each illness deductible plan to 
3.50 per month for a $100 each illness deductible plan, with an aver- 
age slightly over $2 for the $300 each illness deductible plan. The 
monthly costs for similar plans covering the employee and dependents 
run slightly more than twice those of an employee without dependents 
in the each illness deductible plan. The cost with a $500 deductible 
is about two-thirds the cost with a $300 deductible. In the case of the 
plans we offer, the maximum benefit of $2,000 is 5 percent cheaper 
than a $3,000 maximum, whereas a $5,000 maximum costs 5 percent 
more than a $3,000 maximum and a $10,000 maximum costs 10 percent 
more than the $3,000 maximum. .However, we have made calculations 
on executive groups with high average age and the monthly premiums 
for an employee with wife and children generally runs $10 or more 
even with a liberal base plan. Because of the many factors involved, 











1205 HEALTH INQUIRY 


more experience with major medical insurance will be required before 
the ultimate net cost can be determined. 

An employer contribution is most desirable in major medical insur- 
ance, just as it is in group life insurance, so as to equalize in part the 
true differential in cost due to age. On an employee pay-all basis, 
unless rates are higher at the older ages, the young are subsidizing the 
old. But it is not administratively practical to have a plan with 
employee contributions or benefits varying both by income and by age. 
Such a plan involves very costly and complicated accounting pro- 
cedures for employers. We have cases on our books where the em- 
ployer pays the entire cost, and cases where the cost is 50-50. Many 
plans written so far have been written on the employee-pay-all basis. 
This was influenced partly by Wage Stabilization Board and Salary 
Stabilization Board restrictions, which were not terminated until 
January of this year. Major medical insurance is too new for any 
definite pattern of employer-employee participation to have evolved, 

None of these plans can hope to succeed without the intelligent 
cooperation of the medical societies and the doctors themselves. This 
insurance is not a bonanza to increase the cost of medical care. It is 
being provided to enable the public to voluntarily insure its health 
risks. It seems to me that management, the insurance industry, and 
the medical profession, alike, have a responsibility to make it workable, 
and the appeals machinery of medical societies should be used any 
time claims are presented under which the surgical charges seem 
exorbitant. That does not mean that we expect a surgeon to charge 
the same to an employee making $15,000 a year as he charges an em- 
ployee making $5,000 a year. It does mean that we expect him to 
make the same charge to a $15,000 employee who has this insurance as 
he would to an employee making the same income but who does not 
have the protection. 

In conclusion, I am presenting some statistics on the extent of major 
medical coverage, which have been collected by the Life Insurance 
Association of America. These figures are estimates based on the best 
information currently available. 

Estimated number of persons covered by major medical insurance as of 

Oct. 1, 1953 


7a 7 . : | 


| 
| Employees | Dependents Total 
hnin ethene itininsiesia nt er eeaeines AS ahaa NS poe sabe 
aes ee ec eS 439, 000 | 434, 000 | 873, 000 
Cenier Sm Vie DOT OIOR eons «bien binds s se obeesbbes- disses 72, 000 115, 000 187, 000 
ne Bi i alles a. <dccbieblénde a ih wie eben elalicdh tn slate taal as cca Diclhs ie cl dt | 1, 060, 000 


That does not seem an awful lot compared to the population of the 
United States, but when you consider how new this form is I think 
that we are making very satisfactory progress. 

Mr. Hesevron. Thank you, Mr. Whittaker. 

Mr. Wurrraxer. Is it in order for me to say something just now? 

Mr. Hesevtron. Yes. 

Mr. Wuirraker. You asked Mr. Beers about how contributions to 
medical funds work. We have somebody here, Mr. Thore, general 
counsel of the Life Insurance Association, who can answer that. All 
I know is that it costs Prudential $100,000 a year. 
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Mr. Heseuron. I have a few questions. First, do you feel that the 
extensive adoption of group insurance might aggravate the difficulty 
of persons finding jobs because they are poor risks? 

Mr. Wurrraxer. I do not think so. People have been saying that 
for 40 years but have not been able to prove anything. It has never 
made any difference and the old employees, by and large, are pretty 
steady workers, 

Mr. Hesevron. Do you believe anything could be done about con- 
tinuing this type of protection after retirement ? 

Mr. Wuirraxer. In our present state of knowledge I do not think 
it could be. I think eventually that problem has got to be solved, but 
we have got to have time to accumulate statistics to find out what the 
effect of this insurance is on medical care before we can plunge any 
further. 

Mr. Hesetron. I am interested in what the general position of the 
companies is as to research, and [ mention it in the terms of the pos- 
sibility of added income under the policies. 

Mr. Wurrraxer. I think I would prefer leaving that question to 
Mr. Thore. I do not know the answer. 

Mr. Hesevron. Do you know whether any attempt has been made 
to cover major medical insurance in connection with the Blue Cross 
and Blue Shield plan? 

Mr. Wurrraker. I do not think so. The essential difference be- 
tween Blue Cross and our hospital plan is that the Blue Cross pays 
the hospital bill at a flat rate depending on the number of days, and 
in our plan we get charged for the bill. I do not see how Blue Cross 
or Blue Shield could pay expenses we pay such as taking that girl to 
New York on a stretcher. 

Mr. Heseiton. How many companies are writing the major medi- 
cal insurance ¢ 

Mr. Wurrraxer. I think all major companies are writing it. We 
Ww hy write it on top of our own bs sic coverage or on top of Blue Cross 

r Blue Shield. I think at least 25 companies are writing it. 

ie Hesevron. Your company’s home office is in New Jersey; is it 
not ¢ 

Mr. Wuitraker. Yes. 

Mr. Heseiton. Mr. Wolverton is not only disappointed in not hear- 
ing the testimony of your associates, but he particularly wanted to 
ae ar your testimony, Cc oming from Ne Ww Je rsey. Howe ver, all of this 
testimony will be left on his desk so that he can look over it tomorrow. 

Any questions? 

Mr. Cariy.x. In most forms of group insurance no physical exami- 
nation is required at all; is it? 

Mr. Wurrraxer. Not if they sign up at the first opportunity. If 
’ person waits and does not enroll for years and then finds he is sick 
and tries to enroll, we give him a medical examination. 

Mr. Cartyte. That is all. 

(Following are the booklets referred to on p. 1202 :) 


SoMETHING New FOR US—IMPROVED DISABILITY AND HOSPITAL, SURGICAL, AND 
MEDICAL EXPENSE BENEFIT PLANS 
(The Prudential Insurance Company of America) 
The company has made some big improvements in our disability plan and our 


hospital, surgical, and medical expense plan. I feel sure you are going to like 
them. 
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It’s important that we get acquainted with the new setup at once as the new 
disability plan will go into effect on January 1, 1949, and the new hospital, sur- 
gical, and medical-expense plan on February 1, 1949. 

So without further ado, let’s see how we and our families can benefit from 
these new plans. 

First, here they are in a nutshell. * * *. 

Disability benejits—-We will receive, for each separate disability, benefits 
nearly equal to our regular compensation (as defined on p. 9) after taxes, for as 
long as 52 weeks, if we have 5 or more years of service. If we haven't been with 
the company that long, payments are somewhat smaller and run for 26 weeks. 

Hospital benefits.—Generally, the benefits will cover the cost of standard semi- 
pri\ate hospital accommodations for our dependents as well as for ourselves, 
Maternity benefits are included. 

Surgical beenfits—Also for our dependents as well as ourselves. Generous 
allowances for surgeons’ bills—up to $225 depending on the type of operation. 
Maternity benefits are included. 

Medical benefits.—We will be paid $3 for each visit of our doctor at home or in 
the hospital and $2 for each visit to his office, after we have been unable to work 
for more than a week because of an accident or sickness. If he charges less, we 
will, of course, receive only the amount of his bill. The maximum payment i# 
$150 for each separate disability. 

Now let’s go over the plans more carefully. 

Here are the highlights of our disability benefits. 

For each one-half day or more of absence because of sickness or an accident, 
we will receive, for all disabilities starting in the same year of service, our reg- 
ular compensation (as defined on p. 9) up to the number of weeks shown in 
the following table: 


Number of 
weeks’ regular 


Length of service at date of disability : compensation 


INR OI Fr DN a a all edb sllionnlecab ata do dalek 2 
Sa I I I ale a cat cha rh, ch actstncnabed ane pelanareegatiind siebaipereee 3 
3 years and more___--_ a Ga alee kM a 4 


If we are absent because of disability after using up the number of regular 
compensation shown, we will then receive a tax-free benefit equal to 80 percent 
of our regular compensation if we have 5 or more years of service at the date of 
disability, or equal to 66% percent if we have less than 5 years of service at that 
time. The combined benefits (i. e., our regular compensation, if any, followed 
by the tax-free benefit) will be paid for as long as 52 weeks during each sep- 
arate disability if we have 5 or more years of service at the date of disability, or 
for as long as 26 weeks if we have less than 5 years of service at that time. 

Benefits are not provided for absences caused by pregnancy. 

Our disability coverage will cease when we retire. 

Here are the highlights of the hospital benefits for us and our dependents : 

Room and board.—This provides for charges made by a hospital for room and 
board. We will be allowed benefits up to a maximum of the hospital’s standard 
semiprivate room rate, or $10, whicheever is less, for each day in the hospital—up 
to a total of $700. 

Other hospital charges.—We will be paid the amount charged by the hospital 
for medical care and treatment, other than professional services. In addition 
we will be paid the amount charged by an anesthetist. The maximum payment 
for these services will be 10 times the hospital’s standard semiprivate room rate, 
or $100, whichever is less. 

To receive benefits our confinement must be approved by a doctor and we must 
be confined in the hospital at least 18 hours—but, no minimum confinement period 
will be required for any emergency hospital treatment following an accident, 
or for any hospital services in connection with an operation. 

Maternity benefits for female employees and wives of employees.—For a hos- 
pital continement due to pregnancy we will receive the amount charged by the 
hospital for room, board, and medical care and treatment other than professional 
services, as well as any charge made by an anesthetist. The maximum payment 
for all such charges due to any one pregnancy is $100. The minimum period of 
confinement for which maternity benefits will be paid is 18 hours. 

Maternity benefits will be available immediately for all female employees and 
wives of employees becoming insured before March 5, 1949. (Any maternity 
benefits paid under the old hospital-expense plan will reduce the benefits payable 
under the new plan.) Otherwise maternity benefits will be available only for 
pregnancies beginning while an individual is insured. 
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Here are the highlights of the surgical benefits for us and our dependents: 

We will be paid the fee the doctor charges for a surgical operation up to the 
amount shown in the schedule of maximum surgical benefits at the end of this 
booklet. 

Maternity benefits for female employees and wives of employees will be availa- 
ble only for pregnancies beginning while they are insured. (If we are covered 
under the old surgical-expense plan, benefits will be paid for pregnancies that 
began before February 1, 1949, on the same basis as though the old plan were still 
in effect.) 

It is not necessary that we be out on disability to receive surgical benefits. The 
operation can be performed anywhere—in a hospital, a doctor's office, or at our 
home. 

Here are the highlights of our medical benefits : 

We will be paid $3 for each house or hospital visit made by our doctor, or $2 
for each visit to his office, provided these visits are made after we have been 
unable to work at least 1 week because of an accident or sickness. Of course, 
if the doctor charges less than these amounts, we will be paid only the amount 
of his bill, Payments (up to $150 for each separate disability) will be made as 
long as we are disabled, and for as many as 8 visits to aid our recovery during 
the 31 days following our return to work. 

These medical benefits do not cover fees for an operation or fees for doctors’ 
care while recovering from an operation. 

Benefits are not provided for illness due to pregnancy. 


GENERAL PROVISIONS OF THE PLANS 


How much will we contribute? 

The improved plans naturally cost more than the old ones because of the more 
liberal benefits. The company, however, will pay the entire cost of the disability 
plan. The company will also pay a large share of the cost under the hospital, 
surgical, and medical-expense plan. But we, too, will contribute to the hospital, 
surgical, and medical-expense plan. This is the only cost to us. Our contribu- 
tions will be made each payday and will start with our first payday following 
February 1, 1949, or following the date we enroll, if later. They will be: 











| Weekly Semimonthly} Monthly 
ie : Bedanchinentins iinindbiniei a untitled deltbinities 
lf we have— 
No dependents. _- eae ad | $0. 30 $0. 65 $1. 30 
Children only. -- - dnaous —_ - 60 1.30 2. 60 
A wife, but no children -.- . sith . 80 75 3. 50 
A wife and children_. ; 1.00 2.17 4. 35 


Who is eligible for benefits? 

All of us in the field are eligible for benefits while we are actively employed 
by the company, unless we are district agents, special agents, are employed on an 
occasional or temporary basis, or are in the 11 States supervised by the western 
home office. 

Our dependents who are eligible for hospital and surgical benefits are: 

For a man—His wife (unless legally separated) and unmarried children at 
least 14 days but less than 19 years old. 

For a woman—Her unmarried children at least 14 days but less than 19 
years old. 

In addition, our unmarried children age 19 but less than 23 will be eligible 
provided they depend wholly upon us for support or maintenance. 

Our stepchildren, fosterchildren, and legally adopted children will be eligible 
the same as our own children if they depend wholly upon us for support and 
maintenance. 

However, none of us may be insured as an employee and also as a dependent. 

When does our coverage become effective? 

We will automatically be covered under the new disability plan for disabilities 
starting on and after January 1, 1949. If we are disabled on December 31, 1948, 
the disability benefits payable before our return to work will be determined by 
the old plan. 

To be covered under the hospital, surgical, and medical expense plan, we must 
complete an enrollment card and return it to the company. If we have eligible 


39087—53—pt. 5———-4 
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dependents, we must enroll for them as well as for ourselves. We and our 
dependents will be covered on and after February 1, 1949, provided we have 
returned our complete enrollment card before that date. After this date evidence 
of insurability may be required for ourselves and our dependents. If we or one 
of our dependents is confined in a hospital when our hospital and surgical 
coverage would normally become effective, the person so confined will not be 
covered until discharged from the hospital. (Of course, if we are covered under 
the old hospital and surgical expense plan, any benefits under it will be paid). 
If we are not actively at work on the date our medical coverage would normally 
become effective, we won’t be covered until we return to active work. 


TERMINATION OF BENEFITS 


We and our dependents will not be eligible for benefits if we leave the company. 
The coverage for a wife or child will terminate when the wife or child ceases to 
be an eligible dependent. 

Hospital and surgical maternity coverage will be extended for 9 months in 
connection with a pregnancy which exists when employment terminates, provided 
this coverage would have been available had employment not terminated. The 
other hospital and surgical coverage will be extended for 3 months in connection 
with a total disability which has existed continuously from the date employment 
terminates. 

When we retire, the disability and medical coverage will cease. 

We can continue the hospital and surgical coverage for both ourselves and 
our dependents after we retire by continuing to pay contributions. 3ut the 
maximum of $700 hospital room and board charges, $100 of other charges made by 
a hospital, and $225 of surgeons’ fees for each person will apply to all services 
received after our retirement rather than to each separate hospital confinement 
or operation. 


SUCCESSIVE DISABILITIES, HOSPITAL CONFINEMENTS, AND OPERATIONS 


As we know, disability and medical benefits are payable for each separate 
disability. Disabilities will be considered separate for these benefits if we 
return to active full-time work between disabilities for at least— 

(a) One day if the disability is due toa different cause, or 

(b) Two weeks if the new disability is due to the same or a related cause. 

If we are age 60 or over, not more than $150 of medical benefits will be paid 
in all during any 12 consecutive months. Furthermore, if we are age 60 or over 
and have less than 5 years of service, not more than 26 weeks of disability benefits 
will be paid during any 12 consecutive months. 

There is no limit to the number of times hospital benefits will be paid for con- 
finements due to different causes. For confinements due to the same cause, 
separate benefits will be paid provided complete recovery takes place between 
the confinements. 

There is no limit to the number of times surgical benefits will be paid for oper- 
ations due to different causes. For operations due to the same cause, not more 
than a total of $225 will be paid, unless the operations are separated by complete 
recovery. 

DEDUCTION OF BENEFITS RECEIVED FROM OTHER SOURCES 


If we are disabled as the result of an accident or sickness related to our job, 
we will, in most instances, receive workmen’s compensation benefits. If the 
amount of these benefits is less than the payments we would receive under the 
employee-benefit plans, our plans will pay the difference. Of course, if the 
workmen's compensation benefits are greater, no benefits will be paid under the 
employee-benefit plans. 

If one of our dependents is employed, no hospital or surgical benefits will be 
payable for the dependent on account of an accident on the job or sickness 
covered by workmen’s compensation. 

If we are entitled to disability, hospital, surgical, or medical benefits, under 
any State or Federal law, or from any source where the company directly or 
indirectly pays all or a portion of the cost (other than the plans described in 
this booklet), the benefits which we would normally receive under our company 
plans will be reduced by the other benefits payable. 


STATE DISABILITY PLANS 


In certain States where legislation provides that employees must be covered 
either by a State-operated disability plan or by an approved private plan, this 
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plan qualifies as a private plan. Our benefits under this plan will generally be 
more liberal than the State-operated plan and in no case will they be less. 


DEFINITIONS 


Whenever this booklet refers to a doctor, it means a licensed physician. And 
when it refers to a hospital, it means a legally constituted hospital. 

The expression “regular compensation” means 

(a) For field office employees, full base salary. 

(bd) For ordinary agencies salaried supervisory field staff employees, the 
salary and overriding commissions payable (however, the average of these 2 types 
of compensation received during the 12 calendar months before disability will 
be used in determining the SO percent or 6624 percent of regular compensation). 

(c) For district managers and assistant district managers, guaranty salary, 
contingent commissions, and ordinary compensation payable (however, the aver- 
age of these 3 types of compensation received during the 18 calendar weeks 
before disability will be used in determining the 80 percent or 6624 percent of 
recular compensation ). 


GROUP INSURANCE POLICIES 


In order to place these benefits on a contractual basis, these plans, except for 
the payments of regular compensation, will be underwritten by means of group 
policies such as the company issues to other employers 

All of us will be given insurance certificates explaining our benefits under 
the group policies as soon as possible. 


CHANGE IN THE PLANS 


Although the company expects to continue the plans indefinitely, it must of 
necessity reserve to itself the right to modify or discontinue the plans. Our 
own contribution is very small in comparison to the total benefits provided for 
us under all the plans. The company expects the experience to be satisfactory, 
but if it should prove otherwise, some changes may have to be made. 

Well, there it is. 

I’ve tried to give you a quick picture—in my own words. I have covered only 
the most important items, and have not attempted to explain all the detailed 
provisions of the plans. You understand, of course, that the complete plans and 
the terms of the group policies, rather than my outline, will govern the operation 
of the plans. If you want more detailed information, the employee-benefits 
division will be glad to answer your questions, or to send you a copy of the 
complete plans. 

Act promptly—enroll today for these valuable benefits. 


SCHEDULE OF MAXIMUM SURGICAL PAYMENTS 


This schedule shows the maximum payments applicable to the respective opera- 
tions. Two or more surgical procedures performed through the same abdominal 
incision will be considered as one operation. 


Abdomen : Varimum 
Cutting into abdominal cavity for: payment 
Stomach or bowel resection ; $25. 00 
Removal or drainage of gall bladder ; LS7. 50 
Removal of appendix ; 150. 00 

Diagnosis or treatment of organs in abdomen (unless otherwise 
specified in this schedule) ‘asi ; 150. 00 


Amputation of: 
Thigh: 





At hip “hetok e 00 

Other than at hip_._._-__~-- a dcadaieaae 50. OU 
Arm: 

ge rks ach et i Sc aR pm 295, 00 

Below shoulder but at or above elbow_- eae 112. 50 

Below elbow but at or above wrist______- : 7D. OO 
Leg: 

ee a temas ane icaiciencaceiane 112.50 

Below knee but at or above ankle nt 75. 0O 
Thumb, finger or toe (one or more phalanges) 15. 00 


Appendix—See Abdomen. 
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Maximum 
payment 
Blood transfusions (each, but not more than 6 for one underlying con- 
ee Seep incised aintats comer ad atane $37. 50 
Breast: 
Amputation : 
a eee 150. 00 
ee in a een annaiabeint 225. 00 
Cancer—-See tumors. 
Chest: 
Thoracoplasty : 
allan tae enibigtaln heme tpi egcitertiii 225. 00 
Other than complete: 
i Rin ei ih cae hatte igi inniniiiansinonceitnn ay 150. 00 
I I I i cccsiitiimeo ei nmbtnsiniandsmpeentrmmnliote 225. 00 
emote OE Or DONTE OF, NIE recente wg ee ta ners 225. 00 
Other cutting into thoracic cavity for diagnosis or treatment 
RII ON Do koe nnn pene heeanin® 75. 00 
Bronchoscopy for drainage, biopsy, or removal of foreigh body or 
CD Fig ec es ee ee nuns Spat capa 52.50 
Initial induction of artificial pneumothorax_..__.._._..-_--------- 37. 50 
Dislocation. Reduction of: 
Other than by open operation: 
Hip or knee joint (semilunar cartilage excepted) ___---_- -. wmv 
Shoulder, elbow, or ankle joint._......-......--_..-.-- Srila 37. 50 
Ep Se a EE Fi oe cen cceene sence ccwnncecsens - o.oo 
Collar bone or bones of hand or foot (except phalangeal joints) . 15. 00 
By open operation: 
Be NO oan iictinbite meneame potiin 150. 00 


For all other open operations the maximum amount payable 
will be twice the amount shown above for the corresponding 
reduction of dislocation other than by open operation, 

Excision or fixation by cutting: 


OUR, HEN OR GRCTOMBRC JOU icici ie cnet eed 225. 00 
ES a a ee a ee re ey ee ee 112. 50 
OR PURE: NR ANG UN ey mension sncenenincli es ntihctiem esti ssnnthl mitch ist tel 75. 00 
Diseased portion of bone, including curettage (alveolar processes ex- 

cepted and amputations excepted) .-...--..--..--.....-._-__. 75. 00 
ret OR TOE scents ccmatingniilbttiptnsetinn diaicbtitiinn tppitiminctdacnncsibbiilas 37. 50 


Ear, nose, and throat: 
Mastoidectomy : 


DNR a a eicsicicn tt eeptinen ls penctn~ ean <asietbtgitb lastname bias 112. 50 

i i ic tel iliiaed blaa sebla delenit 150. 00 
Removal of tonsils, or tonsils and adenoids: 

ID IR PND ic spices cian asa rineiciicnielillgntsstiice bitoni eats 60. 00 

CO tila a edited bined Missiabdbibialdis 40. 00 


Sinus operation by cutting (puncture of antrum excepted) : 
Sinuses (extranasal approach) : 


Le seaside dinate cilia idea tesla 112. 50 
I asec cece chestAcne oh hata pli igeetia taeda detec eal il 150. 00 
Sinuses (intranasal approach) : 
SUTTER ° scence cvepianhouieireneveseatiectna atid ial anticline steaniniliainila te 52. 50 
UII lacs teams seis deepak aOR Nites titel 75. 00 
Puncture of antrum, 1 or more (including subsequent irrigations)._. 15. 00 
Submucous resection of nasal septum__......_.---______- 75. 00 
cio scs sh nga ninco eaAaa Apeig addins acone ia sasicsinetvadaieiana Maina 52. 50 
IDOL: UNI a 00 RRR RN stati acter epeeeneabiabiieemmmimaiaials 7.50 
Any other operation by cutting, electrocoagulation, or electrodesic- 
eee nee. WIDE) a ccstnarentiepebaio eesti eataaiial 15. 00 
Eye: 
EE i RTE ic sninincie ccne ennandeemanenneminieemndinaie dele, 150. 00 
Any cutting operation into the eyeball (through the cornea or 
SD oicantictentnetisecsninniincsonitesinasag icc hemamniaimaiiaeic eas ati ahinatin idle Rcmat Rhdacnedai meee. 150. 00 
Any cutting operation on eye muscles for strabismus____.________ 150. 00 


UNG eT PTI ns neal me ala asec telah its etnies ieee nee 





HEALTH INQUIRY 1213 


Marimum 


Fracture, treatment of: payment 
Thies! Vi) Je wus iug ei boleul spade cts bececwmsedan SFZ5. OO 
Leg: 

ea) atone CEES es ies ca ea Sek heed ccs 112. 50 

Wibela aione (abate) Wulscedalins Jie. eb einstein 7h. 00 

Both. tibia-and- fibula. (hatte)... oot tn se de diiee 150. 00 

At walle: CROCS BraCCGNO ) ones dt ditbtictiee tiwtiocine 75. 00 
Vertebra or vertebrae (coccyx and vertebral processes excepted)-.. 150. 00 
BO NN aie aa crease a tients sce itcinenciesinin en eabnin tension elias 112. 50 
Arm: 

Premera dd. cee ee a thee 112. 50 

Forearm (shafts) -.-- dE a oe ie) ede ella 60. 00 

At wtint : (Gollew  BrGetUTe acre GaSe citi Ga 60. 00 
Skull, _knecsap, ankle;.cr elbowed et ese 75. 00 
Foot: 

Mataterenl. 1... TORO ONG ec ceiteenndlindi die dai 45. 00 

Tarsal or tarsal and metatarsal, 1 or more bones__--.--~..---~. 75. 00 
Jaw (alveolar processes excepted) : 

IEE Fi cnestaccectecsriensiosanetieeinttnnnansigecetipempesdiireipinnieticiicmaina ningun aaaamteal 75. 00 

Upper jaw- ail dace iascatia arepanein teenage pe lata bikes litle Lent ne bid oe 37. 50 
TORN ci nes << aces cists tencesiosnindcs ieee sieiesiman ppstabntecsina tania an kaaias aiaeetae ai Cae 
Collarbone, shoulder blade, ee I ccs oso. nssnicestnoeanneuicomentnntecae nile 52. 50 
BINGE iss ncareinansn ieatwedentinleoianiine -siasnaasnasseiapnesnsciscaistenaste sh eae Rasbhdada ah lak ha eniiad 45. 00 
Thumb and fingers, DOP: WOOO nditi cal, Bah hl tigre dbl 22. 50 
SN CO asin nensenmandenate 6th a Le ol eee 6 le 22. 50 
Toes, other than great. toe, 1. OF MORO. 5. n tee ees cee cin 15. 00 
a. cian sbnmpneldmnmenmandae anna 22. 50 
PD sec im ccncsnciccercty even ha ee he ES reel ne a ee i 15. 00 


The amounts shown above are for simple or multiple fractures. 

For compound fractures the maximum amount payable will be 14% times the 
amount shown above for the corresponding simple or multiple fractures but will 
not exceed $225. 

For fractures requiring open operations the maximum amount payable will be 
twice the amount shown above for the corresponding simple or multiple fractures 
but will not exceed $225 

Maximum 


Genito-urinary tract: payment 
ge ge ieee ie Be a a eee $225. 00 
Cutting into or fixation of kidne a hin cid nan desalted acabinieeiiiinaneblaasinienae esti 150. 00 
Removal of tumors or stones in kidney, ureter, or bladder: 

Ba Rr CU cain itis cy ska Sieessee nce tte es ct aoc Gu sanindeieavenae a 150. 00 
By crushing, electrocauterization, or endoscopic means from— 
MeN echt tsa enced sep csc Aaa cecceaedab indies alae ed 112. 50 
SO Bah ec dawn nes cesta tagenbieamienlie 75. 00 
Stricture of urethra: 
COTE CE in, ick icainiccasts kick dnl din etpnnen diet ackeintheere tebe atenahatie 75. 00 
PRCPRUPCENEAL CULTIGR GORI circ mte Hebtemnnto ie nent tinier 37. 50 
Removal of entire prostate by open operation (complete proce- 
EY CS, So Sa a ca ncbnaeinbiateadnnsapidiateibeias 225. 00 
Transurethral prostatectomy : 
COM LG | DOMIIG UE ska tts lings Siirteretincts ap entVendiirevestineibeiae 150. 00 
Partial removal (other than by punch operation) —~.-------____ 112. 50 
Partial removal by punch operation...................-_.._. 60. 00 
RUIN UE oid niemnsh chbette Certbicdawt aidan mmrnimparnett andi cesdgdiieditabe 22. 50 
VarTiGecele, CULLION GDOTETIOT OD ic erent eie etter nip an sterivie 37. 50 
Hydrocele, excision, or incision and treatment of sac (tapping 
OE Ricca eartinst eniieel inintetitli ner nanent seater seme 37.5 
Orchidectomy or epidid yiMeCtOMy «casa nn nmdenmeeennsiecnwnecmee 75. 00 
Complete removal of uterus, tubes, and ovaries___.-..__---------. 225. 00 
Complete removal of uterus with vaginal approach___--__-_----___ 150. 00 
Other operations on uterus and its appendages: 
Cutting operations with abdominal approach____-__-_________ 150. 00 
Cutting operations without abdominal approach (unless other- 
wise specified in the schedule) __.._-_._____-_--__-_-----__. 75. 00 
Dilatation and curettage (nonpuerperal)— _..-....--..---_ 87. 50 
Conization (complete procedure) —_...--._-----.------------- 37. 50 
Electrocauterization (except for removal of polyps)_-.._-_._._._ 22. 50 


nT WON es I UNI NN a itt crectonditesarscansinn colina 7.50 
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Marimum 


Goiter : payment 


Thyroidectomy (complete procedure, including ligation of thyroid 
arteries, to be treated as one operation) 5 _.... $225. 00 
Ligation of thyroid arteries not followed by thyroidectomy (com- 
plete procedure to be treated as 1 operation) : 


ion move.at- 1 onepetion...nc.cccdsctindss eins isanlsahiod 75. 00 
2 or more stage operation.__..____.._-__~~- 5 ile, | ee OO 
Hernia, cutting — for radical cure: * 
Single hernia- a ee ee 
More than 1 herr nia___ ; i = _.. 150.00 
Incision and drainage (furuncles exc epted) : 
ments moses: residence... et ee ees 37. 50 
NOt rogmeting tnenital residence nnn nd sid S ddditind dab etm tee 15. 00 
doint, incision into (tapping excepted)... - cen on is en 387. 50 
Ligaments and tendons: 
AUS, I a ich cscs nse ssl tase tlh ahd <cide< ls ey stheastilelly 37. 50 
Suturing of tendons: 
Single_____- So sel inion ceininiediaonsancatiald aR AAilt ihihabi es ceis tks ce esslbsbhiie 37. 50 
I i ae mpl ciseaicedictlaicsiemiomacseg an Blgbatl, 60. 00 


Mastoid. (See Ear, nose, and throat.) 
Maternity. (See Obstetrical.) 
Obstetrical : 


NE ee ee eT 75. 00 
Caesarean section, including delivery____._.._....._._._.-.....---~- 150. 00 
Abdominal operation for extrauterine pregnancy___-----__-----~--- 150. 00 
Dilation and curettage for miscarriage..__._.___-___-_--------~+---- 37. 50 
-aracentesis, tapping of: 
Abdomen, chest, or bladder (other than catheterization) __-_-_-_-___-- 15. 00 
Eardrum, hydrocele, joint, or spine______---_-----~- daca ight ap 15. 00 
Rectum : 
Cutting operation for prolapsed rectum : 
With abdominal approach poaweh See senate etaieaieatee ee ae 
Without abdominal approach sige aiicacanemnmeat aie titi tae ae 52. 50 
Cutting operation or injection treatment for r adical « eure of hemor- 
rhoids (complete procedure) : 
External — a a tiadssiciea eaten 22. 50 
Internal, or external ‘and internal_ seein gaan Mmmm 67. 50 
Cutting operation for 1 or more fistula in ano__-_---------------~- 52. 50 
Sn ern SD nn a emcanewiaprerernn 7.50 
Any other operation by cutting, elec troe oagulation, or electrodesicca- 
tion seal ekditindbann dlchata dia added dae Nite dati 15. 00 
Skull: 
Cutting into cranial cavity (drill taps excepted) ______-_-_-_----_--_ 225. 00 
Drill taps a0 ee ese a ee co eeectet eee 37. 50 
Spine or spinal cord: 
Operation with removal of portion of vertebra or vertebrae (coccyx 
and vertebral processes excepted) __.-------~- ence, a ce 
Removal of part or all of coccyx, or of vertebral proc CE nesceuae Bee 
Tappings. (See Paracentesis.) 
Thyroid. (See Goitre.) 
Tonsils and adenoids. (See Ear, nose, and throat.) 
Tumors, cutting operation for removal of 1 or more: 
Malignant tumors, except those of face, lip, or skin ici hae ma eO 
Malignant tumors of face, lip, or skin__._-~_- lecandic eden areata 52. 50 
Pilonidal or dermoid cysts requiring hospital residence e Th. 00 





Pilonidal or dermoid cysts not requiring hospital residence________- 5. 00 
Other cysts or benign tumors requiring hospital residence____.-_-_~- 87. 50 
Other cysts or benign tumors not requiring hospital residence__--_-_ 15. 00 


Varicose veins, cutting operation or injection treatment (complete proce- 


dure on all veins) : 


ae eat einen ie pwede oxantie es eh eee 52. 50 
TIES WU ice. inccisccuiriigs oe 4 ip them ea emiiects anda aeinitairicadinincitnpalales abate ncaa petites 75. 00 


A consistent payment will be made for any cutting operation not covered under 


this schedule and not otherwise excluded under the plan. 


the maximum amount payable will be $37.50 greater than the amount specified above. 





1 When the hernia operation is accompanied by surgical treatment of undescended testes, 
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At No Cost to You—Po1io ExpeENSE BENEFIrs FoR You AND YouR DEPENDENTS 
(The Prudential Insurance Company of America) 


The new polio expense benefits will become effective on June 1, 1953, for all 
employees and dependents who are then covered under our hospital, surgical, 
and medical expense plan. These new benefits are being added to the plan 
without any increase in your contribution. 

In the case of employees and dependents who become covered under the hos- 
pital, surgical, and medical expense plan after June 1, 1953, the polio expense 
benefits will become effective on the same date as the other coverages. 

This new protection applies to poliomyelitis contracted by an employee or 
dependent while covered for polio expense benefits. 


THE BENEFITS 


You will be paid 75 percent of the amount of the regular and customary 
charges made to you (not counting charges for which benefits are payable under 
the present plan or under any law or from any other source where the company 
directly or indirectly pays any part of the cost) for the following services 
during a 3-year period beginning on the day care and treatment starts. The 
services must be approved by a doctor licensed to practice medicine or osteopathy. 
The maximum polio expense benefit for any one case is $5,000. 

1. Room, board, and medical care and treatment provided by a legally consti- 
tuted hospital. 

2. Transportation of the patient only, by railroad or on a regularly scheduled 
passenger flight of a commercial aircraft, from the place where poliomyelitis 
is contracted to a legally constituted hospital equipped to provide treatment 
for the disease. 

3. Professional ambulance service to or from a legally constituted hospital 
in connection with a hospital confinement which lasts for at least 18 consecutive 
hours. 

4, Purchase or rental of necessary braces and crutches. 

5. Purchase of a wheelchair, provided the patient has lost the use of both 
legs. 

6. Rental of an iron lung or other similar mechanical equipment for respira- 
tory paralysis, a wheelchair if one has not been previously purchased, or a 
hospital-type bed. 

7. Services rendered by a licensed medical doctor or osteopath, or services 
rendered by a physiotherapist or a licensed or registered nurse, provided the 
physiotherapist or nurse is not a member of your immediate family. For 
this purpose, your immediate family will be considered to comprise yourself, 
your spouse, and the children, brothers, sisters, and parents of you and your 
spouse. 

The benefits do not apply to: charges incurred while in a hospital owned 
or operated by the United States Government; charges for anything furnished 
by or for the United States Government; charges incurred while in a hospital 
owned or operated by a State, province, or political subdivision unless there 
is an unconditional requirement that such charges be paid without regard to 
any right the employee, spouse, or dependent has to secure reimbursement from 
insurance or any other source. 

In the interest of simplicity, the plan has been described in rather general terms 
in this folder. The benefits are explained in greater detail in the individual 
certificates which will be given to insured employees. The extent of each em- 
ployee’s insurance at all times is governed by the complete terms of the master 
group insurance policy. While it is expected that the plan will be continued 
indefinitely, the company reserves the right to change or discontinue it. 


Now—Fror You—Grovp MAJor MEDICAL EXPENSE INSURANCE—A PLAN OF PROTEC- 
TION To HELP MEET THE HicuH Cost or Sertous SICKNESSES AND ACCIDENTS 


(The Prudential Insurance Co. of America) 


To full-time permanent employees: 


We are pleased to announce that arrangements have been made to offer you 
a plan of group major medical expense insurance. 

Major medical expense insurance is designed to pay a substantial part of the 
expenses incurred by employees and their eligible dependents when there is a 
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costly sickness or injury. This new coverage will not replace or change the 
present hospital, surgical, and medical expense plan, but will supplement it. 
Provision is made not only for hospital and doctor bills but also for related 
expenses such as nursing care by a registered nurse, medicines, drugs, X-rays, 
and physiotherapy. The maximum amount payable for any one individual is 
$10,000. 

In view of the very substantial amount the company is already paying towards 
the cost of other employee benefits, it is paying only the costs of administering 
the major medical expense plan. Your contributions have been calculated to 
cover the estimated cost of the benefits, and have been kept as low as possible. 

We think it is important that you understand this new benefit and urge you to 
read this booklet carefully. It is our belief that it will be to your advantage to 
enroll under this plan and that the protection it offers will bring a greater feeling 
of security to you and the members of your family. 

Sincerely yours, 
CarvoL M, SHANKS, President. 


A BRIEF PICTURE OF THE MAJOR MEDICAL EXPENSE PLAN 


What is the purpose of the plan? 

It is designed to supplement our basic hospital, surgical, and medical expense 
plan so as to give you added protection against costly major sicknesses and 
accidents. 

The major medical expense insurance provides benefits for many items not 
covered under the present program. 

What types of expenses arc eligible? (See pp. 4 to 6.) 

Hospital expenses, charges for doctors services, surgery, nursing care by an 
R. N., anaesthesia, physiotherapy, X-rays, laboratory tests, ambulance, medical 
supplies, 

Basic plan expenses are not eligible (that is, expenses paid by the hospital, 
surgical, and medical expense insurance and expenses included in the compu- 
tation of polio expense benefits). 


What does the plan pay? (See p. 7.) 

For each sickness or injury suffered by you or a covered dependent, you will 
be paid 75 percent of the eligible expenses in excess of the deductible during each 
benefit year. 

The deductible is the amount of eligible expenses which you must pay for each 
sickness or injury during each benefit year before benefits become payable that 
year. It varies from $100 to $500, depending upon earnings. 

The benefit year is a 12-month period beginning on the day the first charge is 
incurred that is included in the deductible. 

What is the overall maximum benefit? (See p. 8.) 


Ten thousand dollars for you and $10,000 for each covered dependent. 
Who are eligible dependents? (See p. 12.) 
For a man: 


Your wife (unless legally separated) and unmarried children from birth to 
19th birthday. Unmarried children 19 but less than 23 also are eligible provided 
they are wholly dependent upon you. 


For a woman: 
Your unmarried children as described above. 


What does the plan cost each pay period? 





And you have— 





If you are paid— 


Wife and 
children 


No Sans Children | Wife only 


| ents only 






I cb diensadecdicdcccenccnescctvisnusscstantl 











as Aire 0 
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DESCRIPTION OF MAJOR MEDICAL EXPENSE BENEFITS 


What are the eligible expenses? 

The customary charges incurred by you or a covered dependent for the follow- 
ing services and supplies considered necessary by a physician are eligible ex- 
penses : 

1. Doctor’s services—Medical care and treatment by a physician in or out of 
a hospital. 

2. Surgery.—Surgical operations and procedures by a physician in or out of a 
hospital. 

3. Nursing care.—Private duty nursing care in or out of a hospital by a regis- 
tered nurse (R. N.) other than one who ordinarily resides in your home or who 
is a member of your immediate family. For this purpose your immediate family 
will be considered to comprise yourself, your spouse, and the children, brothers, 
sisters, and parents of you and your spouse. 

4. Physiotherapy.—Treatments by a physiotherapist other than one who ordi- 
narily resides in your home or who is a member of your immediate family as 
defined under “Nursing care’ above. 

5. Hospital regular daily services —Charges by the hospital for regular dai 
services, which includes room and board and other routine services. 

6. Other hospital services——Charges by the hospital for medical care and 
treatment. For example, benefits are provided for operating room, medicines, 
drugs, anaesthesia, X-rays, laboratory tests, surgical dressings, and supplies. 
Professional services, other than those specifically mentioned elsewhere, are 
not included. 

7. Anesthesia.—Cost of anesthetic and its administration. 

8. X-rays and laboratory tests outside the hospital.—xX-ray treatments and 
examinations. Laboratory tests for diagnosis or treatment. 

9. Ambulance.—Professional ambulance transportation to or from a hospital. 

10. Medical supplies for treatment outside the hosnital.—Drugs and medicines 
which are dispensed by a pharmacist under the authority of a written prescrip- 
tion by a physician. Artificial limbs or eyes, casts, splints, trusses, braces, 
crutches, rental of wheelchair or hospital-type bed, rental of iron lung or other 
mechanical equipment for treatment of respiratory paralysis, oxygen, and rental 
of equipment for the administration of oxygen. 

As an additional feature, the customary charges incurred by you or a covered 
dependent for the dental treatment described below are also eligible expenses: 

11. Dental treatment.—The following treatment rendered by a dentist or dental 
surgeon within 90 days of an accident : 

(a) Dental treatment of accidental injuries to natural teeth, including re- 
placement of such teeth. 

(b) Setting of a jaw which has been fractured in the accident. 

An expense will be considered to be incurred on the date the service is received 
or the purchase is made rather than on the date the bill is received. 

For the purpose of the major medical expense plan, a “hospital” is an institu- 
tion operated in accordance with the law for the care and treatment of sickness 
and injuries, with organized facilities for diagnosis and major surgery, and 24- 
hour nursing service. 

A “physician” as defined in the major medical expense plan is a physician or 
surgeon licensed to practice medicine and surgery. 

The following expenses are not eligible: 

1. Basic plan expenses (that is, expenses paid by our group hospital, surgical, 
and medical expense insurance, and expenses included in the computation of 
our group polio expense benefit). 

2. In the case of confinement in accommodations more expensive than standard 
semiprivate, the charges made by the hospital for regular daily services in excess 
of $15 a day or in excess of the hospital’s st.adard Semiprivate rate, if greater 
than $15 a day (see question 15 on p. 23). 

3. Expenses incurred in connection with a sickness which is covered by work- 
men’s compensation or similar legislation, or an injury occurring during any 
employment. 

4. Expenses incurred in connection with dental X-rays or other dental care and 
treatment except as provided under item 11 on page 5. 

5. Expenses incurred while in a hospital owned or operated bv the United 
States Government: charges for anything furnished by or for the United States 
Government; charges incurred while in a hospital owned or operated by a State, 
province, or any political subdivision unless there is an unconditional require- 
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ment that such charges be paid without regard to any right the employee, Spouse, 
or dependent has to secure reimbursement from insurance or any other source, 

6. Expenses incurred in connection with pregnancy, resulting childbirth, 
abortion, or miscarriage. However, this exclusion under the major medical 
expense plan will not apply to charges for the performance of a ceasarian opera- 
tion or any other intraabdominal surgical procedure, nor the charges incurred 
as a result of the pregnancy after such surgical procedure is performed, pro- 
vided maternity benefits are payable in connection with that pregnancy under 
our group hospital and surgical expense insurance While such insurance is in 
force for the female employee or employee’s wife. 

If hospital, surgical, medical, or similar benefits are payable with respect to 
an employee or covered dependent under any law or from any source where the 
company directly or indirectly pays any part of the costs, such benefits will have 
the effect of reducing the eligible expenses taken into consideration in the com- 
putation of major medical expense benefits. 


How the plan works 

For each sickness or injury suffered by you or a covered dependent, you will 
be paid 75 percent of the eligible expenses in excess of the “deductible” during 
each “benefit year.” 

The “deductible” is the amount of eligible expenses which you must pay for 
each sickness or injury before benefits become payable. (See table at the bottom 
of this page). The deductible must be satisfied within a period of less than 12 
months. 

A “benefit year” begins on the day the first charge is incurred that is included 
in the “deductible.” Example: 

Suppose the first eligible expense included in the deductible for a heart condi- 
tion is incurred on Angust 5, 1954, and your earnings call for a $125 deductible. 
Assume that by August 28, 1954, the eligible expenses reach the deductible. A 
benefit year starts on August 5, 1954, and ends on August 4, 1955. During this 
period from August 5, 1954, to August 4, 1955, the plan will pay 75 percent of 
the eligible expenses due to the heart condition in excess of the $125 deductible. 

If continued treatment is required after the end of the first benefit year, a 
second benefit year will start with a new deductible just as in the case of the 
first benefit year, and so on for subsequent benefit years. Example: 

In the previous example, the benefit year ends on August 4, 1955. Let’s assume 
that on August 15, 1955, additional expenses are incurred due to the heart con- 
dition and by September 20, 1955, the eligible expenses reach the deductible. A 
new benefit year starts on August 15, 1955, and continues through August 14, 1956, 
and during this period the plan will pay 75 percent of the eligible expenses over 
and above the deductible. 


Deductible 


Your de- 


If your weekly earnings are— | If your annual earnings are ductible 
} is 

- _ | — 
Less than $76.93 Less than $4,000 sit $100 
$76.93 but less than $115.39 $4,000 but less than $6,000__ 125 
$115.39 but less than $173.08 $6,000 but less than $9,000 150 
$173.08 but less than $230.77 $9,000 but less than $12,000 175 
$230.77 but less than $288.47 $12,000 but less than $15,000 200 
$288.47 but less than $384.62 $15,000 but less than $20,000 250 


For employees with annual earnings of $20,000 or more, there are larger 
deductibles graduated up to a maximum of $500. 


Hospital confinement or total disability not required 
An employee or covered dependent doesn’t have to be in a hospital or totally 
disabled to be entitled to benefits. It isn’t even necessary to be away from work. 
(However, under certain circumstances, the extension of benefits following 
termination of insurance will apply only in the event of total disability—see 
“Extension of coverage if insurance terminates” on p. 15.) 


Overall mazrimum for any one person 


Except as provided in the next paragraph, the overall maximum for any 1 
person (employee or dependent) is $10,000 for all causes combined regardless of 
the number of benefit years. Since benefits up to $5,000 may be provided under 
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the polio expense benefits, not more than $5,000 of major medical expense benefits 
will be paid for any 1 case of polio. 

After a total of at least $5,000 in major medical expense benefits has been 
paid for any 1 person, the overall maximum for that person will be brought back 
to $10,000 if satisfactory evidence of insurability is furnished, in which event 
the $10,000 maximum will again apply to that person just as though major 
medical expense benefits had not previously been paid. 


The benefits are calculated independently for each sickness or injury 


Except as explained in the following section, separate deductibles and benefit 
years will apply to each sickness or injury of each employee or covered dependent. 
If two or more members of a family are injured in the same accident 

If two or more covered members of the family are injured in the same accident, 
the total eligible expenses arising out of the accident within a period of less than 
12 months will be combined to satisfy the deductible. Thus, only one deductible 
must be satisfied rather than separate deductibles for each member. In all other 
respects, the provisions of the plan are the same as those which would apply if 
separate deductibles were required. 


GENERAL INFORMATION 


Effective date of the major medical expense plan 

The plan will be offered to all full-time permanent employees working on a 
full-time basis. 

For enrollment purposes, the following earnings classifications have been 
established: Less than $3,000 annually: $3,000 but less than $4,000; $4,000 but 
less than $5,000; $5,000 but less than $6,000; $6,000 but less than $7,000; $7,000 
but less than $8,000; $8,000 and over. 

To make the plan effective, it is necessary that we have an overall enrollment 
of at least 75 percent of employees in earnings classifications which qualify for 
the insurance. A particular earnings classification will qualify for the insur- 
ance if at least 50 percent of the employees in that classification enroll, provided 
the inclusion of the classification does not prevent the overall 75-percent require- 
ment from being met. 

The effective date of the plan will be announced upon completion of the 
enrollment. 


Who may be insured 

If you are a full-time permanent employee working on a full-time basis at the 
time of the original enrollment, and are insured under our basic plan (including 
coverage on your eligible dependents if you have any), you may enroll immedi- 
ately for yourself and your eligible dependents. You will then become insured 
for yourself and your eligible dependents on the effective date of the plan, 
provided you are in an earnings classification which has qualified for inclusion 
in the plan. 

If you become eligible after the effective date of the major medical expense 
plan, you may enroll at once for yourself and your dependents. The insurance 
will become effective immediately, but in no event before you are insured under 
our basic plan (including coverage on your eligible dependents if you have any). 

Should you not be actively at work on full time on the day the major medical 
expense insurance for yourself and your dependents would otherwise become 
effective, the effective date for you and your eligible dependents will be delayed 
until you return to active work on a full-time basis. 

If a dependent, other than a newborn child, has a disabling injury or sickness 
when the major medical expense insurance for that dependent would otherwise 
become effective, the effective date for that particular dependent will be delayed 
until the dependent is no longer so disabled (for more information see question 7 
on p. 21). In no event may a dependent, other than a newborn child, be covered 
for major medical expense insurance before becoming covered as a dependent 
under our basic plan. 

Dependents eligible for major medical expense insurance 

For a man: Your dependents who may be covered are your wife (unless legally 
separated), and your unmarried children less than 19 years old. 

For a woman: Your dependents who may be covered are your unmarried 
children less than 19 years old. 

In addition, your unmarried children age 19 but less than 23 years old will be 
eligible provided they depend wholly upon you for support and maintenance. 
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Stepchildren, foster children, and legally adopted children may be included 
as if they were your own children if they depend upon you for support and 
maintenance. 


No medical examination if you enroll promptly 

You and your eligible dependents will be covered without a medical examina- 
tion if you enroll promptly. If you delay more than 60 days after the date you 
first become eligible, you and your eligible dependents will be required to furnish 
satisfactory evidence of insurability. 
How to enroll 

To enroll, all you need do is sign an enrollment card, giving the information 
requested. 

When you enroll, it is necessary to enroll for yourself and all your eligible 
dependents. No employee eligible for the basic plan may be covered as a 
dependent. 


What the major medical expense insurance will cost you each pay period 


And you are paid— 
If you have— J—— - -- 4 --- - 
| Weekly Semimonthly 





Ce en eee : ‘ d (a8 $0. 50 $1. 08 
Children only a ef see ‘ wat . 80 1.7 
A wife but no children__..__. asi caida . buvesite wne---enennne| 1,20 2. 60 
A wife and children._.........- 3. 25 


1. 50 


Payment of benefits 

It will be necessary for you to submit satisfactory proof of each charge used 
to satisfy a deductible and each charge for which benefits are being claimed. 
Therefore, we urge you to keep an accurate record of all medical expenses, since 
this will be of considerable assistance in the completion of claim forms. (It 
will also be helpful to save this booklet for ready reference.) 
Termination of insurance 

The insurance will terminate in the event your employment terminates. Should 
you cease active work on a full-time basis because of disability, leave of absence, 
or any other reason, insurance may be continued for such duration as is per- 
mitted by the company’s rules and the terms of the group policy. In any case, 
the insurance will terminate upon retirement, except that in the event of reitre- 
ment on disability the insurance may be continued for such duration as is 
permitted by the company’s rules and terms of the group policy. 

Even though your insurance terminates, there may be some extension of cover- 
age, as explained in the next section. 


Extension of coverage if insurance terminates 


If at the time the insurance terminates under the circumstances described 
on the preceding page benefit payments are being made on account of a sickness 
or injury, coverage will continue with respect to that sickness or injury for the 
balance of the benefit year. Furthermore, under certain conditions, even though 
payments are not being made when insurance terminates, benefits will be avail- 
able for a limited period if the employee or a covered dependent is totally dis- 
abled due to a sickness or injury. The extension of benefits on account of total 
disability will apply only to eligible expenses due to the sickness or injury which 
caused the total disability of the employee or covered dependent. Further infor- 
mation about these extensions of benefits will be found in the certificates given 
to employees who become insured. 


Policy and certificates 


The plan has been described in rather general terms in this booklet. The 
benefits are explained in greater detail in the individual certificates which will 
be given to insured employees. The extent of each employee’s insurance at all 
times is governed by the complete terms of the master group insurance policy. 

While it is expected that the plan will be continued indefinitely, the company 
reserves the right to change or discontinue it. 
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Here are a few examples of how the plan works 

Example 1: An employee whose annual earnings are less than $4,000 incurs 
total medical expense of $2,348 over a period of less than 12 months in connec- 
tion with a serious accident, as follows: 





Ex ses 
$ Ext es eligibl! 
Potal ex paid by under major 
— basic plan medica 
} se } 
Expenses in the hospital 
Hospital room and board in standard semiprivate room, 40 
days at $15 $600 $400 ) 
Other hospital charge “ 100 100 ” 
Surgical and medical fees Sins 500 150 5 
Registered nurses, 3 shifts for 10 days 360 |. 360 
Expenses outside the hospital 
Ambulance to and from the hospital : 30 ) 
Drugs and medicines at home 25 25 
Registered nurse at home (1 shift, 14 days 168 168 
Rental of hospital-type bed J e 15 |.. 5 
Purchase of brace : | 150 7 ; | 150 
Postoperative medical care 100 | ” 
Total... uae ical dl 2, 348 650 1, 698 


Major medical-expense benefit to be paid as follows: 


Expenses not paid by basic plan $1, 698. 00 


Less deductible—paid by employee safes ss a 100. 00 
Balance to be paid by major medical-expense plan and employee— 1, 598. 00 
Paid by major medical-expense plan—75 percent of $1,598__ 1, 198.50 


Paid by employee—25 percent of $1,598_...-.--__-~__- . 399. 50 
Summary: 
Total expense_-_ Gembiwos sataia sadacceasenearte 7 See 
Total paid by basic and major medical-expense plans___-~~-~- 1, 848. 50 


Total paid by employee (including $100 deductible) 199. 50 


Example 2: An employee whose annual earnings are $6,500 has a brain tumor 
resulting in major surgery and 45 days of hospitalization. 


. Expense 
Total rn 18€8 eligible 7 
ttl basic plan |™ajor medical 
ic} expel 
Expenses in the hospital 
Hospital room and board in standard semiprivate room: 

37 days at $14 and 8 days at $15--. $638. 00 $450 $188. 00 
Other hospital charges ‘ 717. 95 100 617. 95 
Surgeon’s fee for brain operations (2 1, 200. 00 225 975. 00 
Medical consultation fees. _- " 100. 00 100. 00 
Special X-ray study a 15. 00 15.00 
Registered nurses (3 shifts for 14 days). 504. Of 504. 00 

Expenses outside the hospital 
Ambulance to and from the hospital 30. 00 0 
Postoperative medical care 60. 00 60. 00 
Drugs and medicines : a 45.00 45. 00 
Tote icicectes ne . = 3, 309. 95 775 2, 534. 95 
Major medical expense benefit to be paid as follows: 
Expenses not paid by basie plan______-__---__ fellas aad tes attain ... $2, 534. 95 
Less deductible—paid by employee__-_--_- See ewbtninaanwais * o-¥GO, 00 


Balance to be paid by major medical expense plan and em- 


Os Le pci pnts li hie aaa canlin nin ca erent 2, 384. 95 
Paid by major medical expense plan— 
TO OOEIRE OE i bday a wie cece cteiaewecsane 1, 788. 71 
Paid by employee—25 percent of $2,384.95-._.._._-_-_.------ 596. 24 
Summary: 
I CI alii soa cscs cibepnedhenencah aaipiptidah arandeanmiptbinetgptnabinimameneteee -... 3,309. 95 
Total paid by basic and major medical expense plans__..----~-- 2, 563. 71 


Total paid by employee (including $150 deductible) _.__...__--__ 746. 24 
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Example 3: An employee whose annual earnings are $5,000 incurs total medical 
expense of $4,536 over a period of less than 12 months in connection with serious 
injuries suffered by himself, his wife and two children in an automobile accident, 


as follows: 








Expenses 


Expenses 
eligible 


Total ex- paid by under major 
PaaS basic plan medical ex- 
pense plan 
Expenses in the hospital: | 
Hospital room and board in standard semiprivate rooms: | 
Employee, 26 days; wife, 21 days; son, 12 days; daughter, | 
10 days, all at $15 per day $1, 035 $690 $345 
Other hospital charges: Employee, $240; wife, $180; son, 
$116; daughter, $103 639 400 239 
Surgical and medical fees: Employee, $500; wife, $250; son, 
200; daughter, $100 1, 050 525 | 525 
Registered nurses: Employee, $540; wife, $492 1, 032 1, 032 
Expenses outside the hospital 
Ambulances (2) for transportation of family to hospital 60 60 
Ambulance for transportation of wife from hospital to 
home 20 20 
Drugs and medicines at home 45 45 
Registered nurse at home (for wife 240 240 
Purchase of brace (for wife 50 50 
Physiotherapy, 10 treatments at $4 (for wife) 40 40 
Postoperative medical care: Employee, $40; wife, $150; 
son, $100; daughter, $35 ‘ 325 325 
Total 4, 536 1, 615 | 2, 921 


Major medical expense benefit to be paid as follows: 


Expenses not paid by basic plan 
Less deductible—paid by employee *_~~- 


$2, 921 


nannaue —125 





Balance to be paid by major medical expense plan and employee__ 2, 796 


Paid by major medical expense plan 


Summary: 


75 percent of 
Paid by employee—25 percent of $2,796 


$2,796___-- 2, 097 


699 


Total expense___ siinialiaeenmatiieadioal suk sctplgstaoemntiinpeiion ek 4, 536 


Total paid by basic and major medical expense plans____.--------~- 3, 712 
Total paid by employee (including $125 deductible) ------------~- 824 


1 Only 1 deductible since all 4 were injured in the same accident. 


Example 4: An employee’s wife develops a condition that requires regular 
treatment, but does not go to the hospital. The employee’s annual earnings are 
$7,000. The following illustrates the benefits payable during the first 2 benefit 
years, but there is no limit to the number of benefit years for which benefits 
may be payable, subject, of course, to the overall maximum of $10,000. 

Because hospitalization or surgery isn’t required, no benefits are payable for 


this dependent under our basic plan. 


FIRST BENEFIT YEAR 


Expenses: 


SECOND BENEFIT YEAR 
Expenses: 








Doctors charges_......--.. $450 Doctors charges___-----.-- $350 
Oxygen and rental of equip- Registered nurses (3 shifts 
WRONG « sccicpeaigieatnpeenimihbaienn for 10. dayS) qncsdenasne 860 
Registered nurses (3 shifts DUNE ncemneneneuads nokia tae 
BR TD BOO) eisteicincttgignine 720 Diagnostic tests._.........- 125 
a i ict kena 240 
ee ee 150 
Total expenses___._._-.. 1, 859 Total expenses__......._ 1, 015 
END? Raho Sica ctdictincnty —150 | Deductible ~~. qaptitinedeas “250 
1, 709 865 
X. 75 xX. 75 





Major medical expense benefit 
for first benefit year______ 1, 281. 75 





Major medical expense benefit 
for second benefit year_._.__ 648. 75 
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QUESTIONS AND ANSWERS 


1. Q. Why should a girl be interested in the major medical-expense plan?— 
A. Beeause a single major sickness or an accident such as shown in example 1 
might wipe out her savings or put a financial burden on her family. If she had 
one such sickness or accident, she would receive in major medical-expense bene- 
fits the equivalent of many years of contributions. 

2. Q. Why should a young man with wife and children be interested in the 
major medical-expense plan?—A. Because he can’t afford to be without this 
extended protection. As head of a family, he realizes what happens to the 
budget and to the plans for the future when heavy unexpected bills are incurred. 
He will realize that this plan is designed to give him real protection when most 
needed. 

3. Q. Why should an older married employee whose children are no longer 
dependent upon him be interested in the major medical-expense plan?—A. Sta- 
tistics show that the frequency and duration of disabilities, particularly chronic 
disabilities, increase with age for both males and females. 

4. Q. May I carry major medical-expense insurance even though I am not 
insured under the basic plan?—A. No. 

5. Q. May I enroll for coverage for myself only, even though I have eligible 
dependents ?—A. No. 

6. Q. May I enroll my mother or father as a dependent?—A. No. See page 12 
of this booklet for the definition of dependents. 

7. Q. The booklet states: “If a dependent, other than a newborn child, has a 
disabling injury or sickness when the major medical-expense insurance for that 
dependent would otherwise become effective, the effective date for that particular 
dependent will be delayed until the dependent is no longer so disabled.” What 
is meant by a “disabling injury or sickness’ ?—A. For this purpose, a disabling 
injury or sickness of a wife is one which prevents her from performing her 
regular or customary work or duties (including work or duties of the household 
or for a nonprofit organization, club, or other social organization). 

In the case of a child who is either employed or enrolled in a school, a dis- 
abling injury or sickness is one which prevents the child from performing his 
regular or customary work or duties or from attending his school regularly. For 
this purpose, a child otherwise eligible will not be considered ineligible solely 
because he is on vacation from school. 

In the case of a child who is not employed for wage or profit, who is not 
enrolled in a school, or who is on vacation from school, a disabling injury or 
sickness is one which results in the child being confined to the house or in a 
hospital or other institution, or prevents the child from engaging in the usual 
activities of a child his age. 

8. Q. My wife has a heart condition but does all the housework except such 
things as moving heavy furniture. Is she eligible for coverage?—A. Yes. 

9. Q. My 6-year-old son has rheumatic fever at the present time and isn’t 
allowed to attend school or have any strenuous exercise. However, he doesn’t 
have to stay in bed all day. Is he eligible for coverage?—A. Not at present, but 
he will become eligible when he is able to attend school reguiarly. Or, if during 
a school vacation period he improves to a point where he is allowed to engage in 
the usual activities of an average child his age, he will become eligible. 

10. Q. Suppose I have no eligible dependents when I am first covered under the 
major medical-expense plan, and later acquire an eligible dependent, what should 
I do?—A. You should enroll the new dependent immediately. The proper form 
may be obtained from your manager. If enrollment is delayed more than 60 days 
after the dependent is first eligible, satisfactory evidence of insurability will be 
required. In any event, coverage of the dependent will be subject to the provision 
referred to in questoin 7. 

11. Q. Suppose I have one or more covered dependents and later acquire an 
additional dependent, what should I do?—A. You should report the additional 
dependent without delay on a form which you may obtain from your manager. 
No evidence of insurability will be required, but coverage of the dependent will 
be subject to the provision referred to in question 7. 

12. Q. Suppose one of my covered dependents becomes ineligible, what should 
I do?—A. Whenever a dependent becomes ineligible for any reason, report the 
facts on a form which you may obtain from your manager. The insurance for a 
child will automatically terminate on the 19th birthday, unless the child is. still 
wholly dependent upon you for support and maintenance. If the child is still 
wholly dependent upon you for support and maintenance, report the facts to your 
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manager, since coverage may be continued while the child remains unmarried and 
wholly dependent upon you, up to the 23d birthday. 

13. Q. Are preexisting illnesses excluded?—aA. There is no exclusion for a pre- 
existing illness of an employee or a dependent (except in the case of pregnancy, 
as explained in item 6 on p. 6).—However, it should be understood that you must 
be actively at work on a full-time basis in order for the insurance for you and 
your dependents to become effective; furthermore, the effective date of insurance 
for a dependent who has a “disabling injury or sickness” (as defined in the 
answer to question 7) will be delayed until the dependent is no longer so disabled. 

14. Q. Does a covered employee or dependent have to be totally disabled in order 
to be eligible for benefits?—A. No (except under certain circumstances referred 
to in the section “Extension of coverage if insurance terminates” on p. 15). 

15. Q. If I have a private room or other accommodations which are more ex- 
pensive than the hospital’s daily rate for a standard semiprivate room, how is 
the eligible expense for hospital regular daily services determined?—A. If the 
hospital's daily rate for a standard semiprivate room exceeds $15, the eligible 
expense for more expensive accommodations is the hospital’s rate for a standard 
semiprivate room reduced by any room and board benefit paid by the basic plan. 

Example: 


Private-room rate___- ee ss miacalcin: a 
Standard se miprivate-room rate__- ail el sia aiaiad $16 per day. 
ar ee Seen oe eee ; _--. $10 per day. 


Eligible expense under major medic al-expense plan__ $6 per day ($16 minus $10). 


(After the benefits are exhausted under the basic plan, the eligible expense 
under the major medical-expense plan will be $16 a day.) 

If the hospital’s daily rate for a standard semiprivate room does not exceed 
$15, the eligible expense for more expensive accommodations is the hospital’s 
charge for the more expensive accommodations, not exceeding $15 a day, reduced 
by any room and board benefit paid by the basic plan. Example: 


Private-xroom rate.....«..-..-. Bl al ha Mie cineca $19 per day. 
PORMGOTE. BOUADEAVATOTOOM, DRbC. 2 ccncciieien open nsceneedaneae~ $14 per day. 
ee a ee ee ee sai italia acicsasaadnaiainille $10 per day. 


Eligible expense under major medica al-expense plan_-_ $5 per day ($15 minus $10). 


(After the benefits are exhausted under the basic plan, the eligible expense 
under the major medical-expense plan will be $15 a day.) 

All expenses for hospital regular daily services which are included in the com- 
putation of polio expense benefits will serve to reduce the eligible expenses for 
hospital regular daily services under the major medical-expense plan. 

16. Q. Do the benefits apply only to expenses incurred during a hospital con- 
finement?—A. No. The insurance covers a wide range of expenses incurred 
outside the hospital—doctors’ services, nursing care by a registered nurse (R. N.), 
anesthesia, X-rays, laboratory tests, physiotherapy, medical supplies. For 
further details, see the explanation of eligible expenses beginning on page 4. 

17. Q. If I am treated by my doctor on October 10, but do not receive his bill 
until November 3, on what date is the charge considered to have been incurred 
for major medical-expense plan purposes ?—A. October 10. 

18. Q. Will the expenses paid under our basic plan affect the benefits payable 
under the major medical-expense plan?—A. Yes. The major medical-expense 
plan does not pay any portion of the expenses paid by the group hospital, sur- 
gical, and medical-expense insurance, and expenses included in the computation 
of group polio expense benefits, nor may such amounts be included in the 
deductible. 

19. Q. When should I make claim for benefits?—A. You should make claim for 
benefits when the eligible expenses for a sickness or accident exceed the deduct: 
ible within a period of less than 12 months. 


Mr. Hesetron. We have two witnesses from Massachusetts. Mr. 
Wilson. 
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STATEMENT OF ALPHONSE M. WILSON, ASSISTANT MANAGER, 
ACCIDENT AND HEALTH DEPARTMENT, LIBERTY MUTUAL 
INSURANCE CO. OF BOSTON 


Mr. Wirson. My name is Alphonse M. Wilson. I live in Cohasset. 
I am assistant manager of the accident and health department, Liberty 
Mutual Insurance Co. of Boston. This department handles all forms 
of accident and health insurance, both group and personal, embracing 
weekly indemnity for accident and sickness, hospitalization, surgical 
and medical coverages. My present duties are primarily concerned 
with underwriting. My major work consists of finding ways and 
means of providing coverage within the framework of sound insur- 
ance principles for needs which have developed, either through collec- 
tive bargaining, or as a result of ever-changing industrial relations 
policies. Much of what we offer to the insurance-buying public has to 
be in the form of what the public demands. We have spent much time 
and effort in trying to analyze personal needs in the field of medical 
insurance in the hope of making a contribution to a better future. 

As Mr. Whittaker has stated, Liberty Mutual was afforded an oppor- 
tunity some 5 years ago to begin an experiment aimed at finding ways 
and means to protect people : against the personal financial loss that 

can result from serious illness. Early in the summer of 1948 we were 
pa by a committee of men from the Elfun Society, which is a 
management group of General Electric Co., with the proposal that a 
system of insurance be developed to cover the costs of more serious 
illness. Frankly, there was little statistical material available to 
guide our judgments. It was, however, agreed that all persons in- 
volved would understand that the plan of coverage was experimental ; 
that there was as much chance for failure as there was for success; and 
that developments of the plan would have to be based entirely upon 
actual experience. It was understood that the plan was being under- 
taken as a joint venture, and if it proved successful, it would make a 
major contribution in solving the problem of cost in serious illness. 

After many days of discussion the principles that should govern the 
plan were agreed upon. 

First, there should be a deductible sufliciently high to eliminate the 
usual and ordinary expense of medical care that can be anticipated 
in the family budget. Discussion concerned such questions as dupli- 
cation of coverage by reasons of insurance carried by the individual 
member, either personally or through his place of employment; what 
amount of expense a person could afford to carry without insurance as 
a normal function of the family budget, just as he carries such items 
as clothing in his budget which are normally anticipated in each year 
but the timing of which is uncertain. While it was recognized that 
the amount each pare might be willing to carry himself would vary 
primarily on the basis of the fi amily’s net income, and that there might 
be some duplication of coverage because of insurance carried by the 
individual, it was agreed that an amount of $300 as a deductible 
would, on the average, be sufficiently large on this particular group to 
avoid any high degree of duplication that might result from the basic 
group insurance coverage. It would at the same time represent an 
amount which, if the individual so desired, could be carried without 
insurance as a reasonable amount in the family budget. The flat 


89087 
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amount of the deductible also was selected because the resulting ex- 
yerience would have greater credibility in evaluating the plan for 
Pat ure developments. 

The second principle adopted was that the individual should have 
a personal financial stake in the medical expense over and beyond the 
deductible. Since the cost of medical care is affected substantially 
by the evaluation of the physician as to the ability of the individual 
to pay, and since human nature dominated by the strong urge for sur- 
vival is inclined to sacrifice almost everything in an attempt to survive, 
it seemed necessary to introduce the element of coinsurance into the 
plan. Thus, the plan was designed to pay 75 percent of the expense 
in excess of the deductible. In introducing the coinsurance element it 
was recognized that, as happens in some other forms of insurance, bills 
might be padded to offset the coinsurance element. It was recognized 
too that some people would seek to purchase additional insurance in 
order to meet the loss sustained through coinsurance. It was possible, 
however, to discount these two potential sources of misuse of the plan 
again on the basis of human nature; namely, that serious illness brings 
with it the potential that medical care will not be able to effect survival. 
The awareness of this failure of survival in serious illness brings with 
it a sobriety of personal thought that actively militates against fraud 
on the part of the person whose survival is in question. The effect 
of the deduction provisions in the income-tax laws were also con- 
sidered. ‘There was, however, a general feeling of apathy within the 
committee that any reliance upon those provisions would be of no 
consequential value to the group. 

The third principle was that the coverage should be comprehensive. 
Discussions were held with respect to such things as diseases to be 
covered; when the disease should be considered to have been con- 
tracted, and when the disease is to be considered cured. It was soon 
recognized that this form of coverage would be concerned with the 
serious diseases, many of which could be in existence for years without 
the person actually knowing that he had incurred the disease. It 
became increasingly obvious that this new form of insurance should 
concern itself with expense. Hence, it was specified that protection 
should be afforded against the expense when incurred, rather than 
be related to the disease. That raised the question whether expense 
incurred by a person because of disease, in which the person was not 
rendered unable to perform the duties of his occupation, should be 
considered a covered expense. Further investigation of this question 
indicated that some men were regularly incurring major medical ex- 
pense in order to enable them to continue their daily work. The cases 
discussed were so convincing in their nature that it was agreed to in- 
clude expense regardless of whether the individual was disabled from 
performing the duties of his occupation or not. Hence, a very broad 
concept of protection was developed, which simply stated that the 
plan will reimburse the individual, in accordance with the formula, 
for medical expense incurred during the time he is insured, provided 
the expense is reasonable and necessary. This broad definition 
brought with it many problems of interpretation. For example, the 
cost of transportation, special therapeutic devices, problems resulting 
from psychiatric treatments, treatments of mental diseases in State 
hospitals, and many similar problems arising from the art of healing. 
It was recognized that many of these problems would have to be set- 





HEALTH INQUIRY 1227 


tled by experience through mutual understanding. The formula, 
however, has held up well, because the measurement is still the ques- 
tion of expense which is reasonable and necessary for a person who 
has incurred a bodily injury or sickness. This broad definition also 
brought about a need for the fourth principle. 

The fourth principle is that the insurance carrier must render an 
effective service. It is the function of insurance to take an interest 
in the reasonableness of the fee charged. It was obvious from the very 
beginning that the insurance carrier could not tell the insured that 
the fee was unreasonable and refuse to pay the fee. It was, however, 
possible to recognize whether the fee was in line with that charged by 
other repute able physicians in the same area under similar circum- 
stances, and where evidence existed of an abnormally high fee, to 
bring this to the attention of the physician, and if necessary, to the 
attention of the local medical association. Again, it was not the func- 
tion of the insurance carrier to determine whether a particular service 
was necessary, but it would seem the proper function of insurance to 
note extravagant variations in services developed in individual cases 
which warranted discussion with a particular physician as to the so- 
cial and economic consequences of such practices. 

The fifth principle was that the plan should be thoroughly under- 
stood by all participants as an experimental plan, so that should 
failure ensue or experience indicate that changes needed to be made, 
the participants would not be inclined to feel that they had been mis- 
led, misguided, or defrauded. 

The plan went into effect February 1, 1949. Each member was 
given an application card and printed explanation of the plan. Ap- 
proximately 90 percent of the 2,400 men eligible elected to participate. 
During the first year coverage was afforded for the individual only. 
At the end of the first year the manner in which the program had 
worked created such favorable impressions that a demand was made 
for expansion of the program. <A questionnaire sent to all the par- 
ticipants, whether to increase the maximum or include the families, 
brought about an 85-percent return of which practically all indicated 
they wanted coverage for families. Hence, beginning February 1950 
the families were included. 

Our early experiences as to loss costs were very misleading. During 
the first 5 or 6 months we were surprised at the small number of claims 
that were presented. Of the claims that were presented, we were also 
surprised at the small amount of the expense. When we came to the 
end of the year, however, we were well aware of what was pene, 
The ms: yjor percentage of the claims we had received during the firs 
year had actually had their beginning in the first 2 months of the cov- 
erage. In other words, the expense was being incurred over a con- 
siderable period of time. The people were paying or accumulating 
their bills as the expenses were incurred and submitting the bills for 
reimbursement after the crisis of the disease had passed. Thus, the 
claims that we had received in the first year represented only a small 
part of the total expense that ultimately would be paid. What seemed 
at first to be a minor financial outlay proved ultimately to be a very 
substantial sum. Thus, for example, of the total amount of money 
paid to people in the sec ‘ond year for medical expense over one-half of 
the money was for medical expenses incurred during the first year 
and on continuing illnesses in the second year. It was shown that 
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some diseases which began in the first year continued to produce ex- 
pense for 4 and 5 years after the original condition became manifest. 

From the standpoint of sound insurance principle it is necessary to 
set up at the end of each year the amount of money which will be 
payable in the future, because of things which occurred during the 
time the insurance was in effect, even though those conditions may 
not be known. The problem of trying to establish what is owed at 
the end of the year, which might have to be paid out in future years, 
has, to my mind, become the No. 1 problem. It is, however, not an 
insurmountable problem. It is basically a question of careful evalua- 
tion of actual experience which only time can supply. 

The causes also reveal the significant area with which major medical 
insurance becomes involved. There were, of course, the usual and ex- 
pected losses due to accident. Thus, one man at a social gathering, 
while walking under an apple tree, scratched his eyeball. “Within 6 
months this man had incurred over $4,000 of expense trying to save his 
eye. Accidents seem to happen to the younger people more frequently 
than the older people, but when older people are injured in an ace ident 
their medical costs are higher. The number of cases of heart disease 
and cancer are astounding. The nature of the diseases revealed, how- 
ever, that the aging process carries with it an ever-increasing hazard, 
and it seemed to me that unless this hazard is covered to some extent, 
not by attempts to meet the expense when it arises out of current in- 
come, but by reserving against it now for the future, the individual 
day by day walks ever closer to the hazard of financial ruin. Another 
problem arises from the fact that in the management group, for ex- 
ample, success that comes from experience and ability, both of which 
develop through age, the hazard is multiplied because the individual 
becomes more susceptible to the hazard of the degenerative diseases as 
his potential earning power increases. Thus, the junior executive at 
age 40 earning $6,000 becomes an entirely different medical expense 
hazard as a major executive at age 55 earning $15,000. 

While the experience on the employed individuals indicates this 
significant increase in the hazard through the development in time, 
with respect to both income, age, and to a degree area of residence, the 
same situation is not manifested with respect to the wives. Indica- 
tions are that the wife of the junior executive at age 40 is about as 
expe nsive a proposition as the wife of the m: yor executive at age 55 
There is an increase in the frequency and severity in the female just 
as in the male, but it is not in the same proportion. It seems that 
health conditions in the female manifest themselves earlier in life. 
This tends to spread the cost over the lifetime rather than concentrat- 
ing it in later years as occurs in the male. 

After the plan had been in operation a number of years, sentiment 
in the group grew so strong for participation of the retired people that 
a decision was made to include them. While the retired people repre- 
sented approximately 10 percent of the entire group, the amount of 
medical expense incurred by this group during the first year repre- 
sented one-half of the total expense incurred by the group. While 
it was true that the introduction of the plan brought about much elec- 
tive surgery, which could have been postponed, the fact still remains 
that the hazard of serious expense in the aged constitutes one of the 
major problems in medical care insurance 
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The question of premium distribution among the group also became 
of great significance. We started with a flat premium for everyone, 
which was based upon judgment alone since there were no reliable 
statistics. As experience was gained, it became evident that the costs 
to the individual were quite disproportionate to the hazard on that 
flat-premium basis. This inequity did not become a problem until the 
retired members were brought in. Then the question arose, Should 
the younger men help support the older men? Should each age group 
support itself? The cost of the retired group was so high that it 
could not be self-supporting. Hence, a compromise was reached. 
The cost of the retired was spread among those below age 60, but those 
age 50 to 60 paid a greater amount than those from 40 to 50 and those 
under 40 paid a lesser amount than those over 40. 

The publicity given to this plan brought in many requests from other 
groups and individuals. Our decision to write some other groups was 
again based upon the principle that a broader exposure would permit 
us to learn more about this coverage. Each plan was written on the 
same basis as the Elfun plan, except that where basic coverage seemed 
so comprehensive that a high degree of duplication would result, we 
placed the deductible at $500 and $750 instead of $300. The same 
broad-coverage provision applied to all risks and the same 75-percent 
coinsurance feature. We also provided coverage on an individual 
basis to approximately 1,000 people in accordance with the same plan. 
Some groups take in all the employees; others take in those over a 
specified income bracket, such as $3,000, $4,000, $6,000 of annual 
income. ‘The exposures we now have are suflicient for proper experi- 
mental evaluation. The uniformity in the plans permits a better 
evaluation than would be possible had we introduced many variations. 
Our interest currently is not to expand but to learn; much we have 
already learned. 

For example, we have learned that it is almost impossible to caleu- 
late a rate sufliciently high to carry the medical expense of a wealthy 
person or one who has a reputation of being wealthy. Successful 
salaried people in responsible positions because of personal experiences 
are seeking this type of insurance. The hazard is greatest in this 
group and can bring about very adverse experience. Very small 
groups of 10 to 20 employed persons have a tendency to create high 
losses when one or the other high-age persons are involved in the group. 
People with known chronic conditions anticipating future recurrence 
of crises in the progress of the disease seem to anticipate the sales 
representative’s call, while those in the younger age bracket with their 
hearts filled with hope and expectancy of a bright future are hard to 
persuade that there is a price which should be paid today for the 
hazard that liesahead. Yet, as I see it, successful living today, as was 
true of yesterday, consists in building today for the needs of the future. 

We have been much concerned with providing insurance against 
the small items of medical expense. Repeatedly, we have been re- 
quired to provide coverage in the amount of $2 and $3 for a pro- 
fessional visit to a physician’s office fully aware that the cost of making 
such a payment, when traced through all the paperwork which is 
required by regulatory authority, represents an expenditure for 
handling that is as high as the benefit itself. When such plans are 
paid for entirely by the employer, medical care seems to be free, for 
those participating in the plan, and the validity and soundness of 
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the arguments demonstrating the unsoundness and folly of such wel- 
fare plans falls on deaf ears. In reality, however, such plans do not 
produce free medical care. Every pooling of medical expense repre- 
sents a sharing in the cost by every other person in the community. 
In my own mind, I have often raised the question, Is it in the interest 
of society that a family incurring a medical cost of $5, $10, or $20 
should seek to spread that cost, through insurance, to the entire com- 
munity? If this is social gain, then why not spread an increase in 
rent or an increase in appetites of the individuals in the family or, 
for that matter, all the costs of family life ¢ 

It seems to me that we are faced with a twofold task in the field 
of health insurance. The first is to make clear to people that insuring 
ourselves against the normal expenses of daily life, simply adds to 
those expenses, without providing any compensation in the form 
of increased individual security, and that a certain amount of yearly 
medical expense is almost as inevitable and foreseeable for the average 
family as the grocery bill. 

Once these things are clear, we will be free to carry out our true 
functions as insurers, which is to provide people with a mechanism 
for protecting themselves against those exceptional expenses which 
no one can foresee, and few can support unaided. That means, how- 
ever, persuading people to recognize that each day of life adds to 
the potential hazard of a major medical cost. It means setting aside 
a greater amount than is necessary to carry the hazard of today in 
order to meet the greater hazard of tomorrow. This calls for a 
mechanism of reserving under which the individual can pay more 
than is necessary to carry the hazard in his younger years, in order 
that he may pay less in his older years when the hazard has grown 
beyond his ability to pay. 

Perhaps the effort, time, and money we have spent in making this 
experiment will aid in solving the problem. 

It has been a privilege to appear before this committee. Thank 
you for the invitation. 

Mr. Hesevron. Are there any questions, gentlemen ? 

Mr. THornserry. Mr. Wilson, I want to thank you for this very 
interesting statement. It brings our attention to experiences that 
your company has had that one ordinarily does not realize. 

You talked about the deductible features of the plans, and at one 
point you mentioned that the amount which was deductible should be 
$300, and in another plan I believe it was raised to around $750. Do 
you mean by that that the first $300 or whatever amount is deduc- 
tible would not be covered by the insurance plan ? 

Mr. Witson. No. What I meant by that was we wrote this plan 
on a group and the group had some basic coverage in existence, and 
we did not want to provide an area of duplication where the man 
would be drawing from both plans, his basic plan and the other, and 
we set the amount at which the basic would on the average leave off 
at $300. In another case where the basic was much more liberal, we 
made it $500, and in another case where they had a real broad basic 
plan we made it $750. 

Mr. Tuornperry. I see. It was based upon the experience of the 
group, and in those cases the members of the group had other insur- 
ance { 
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Mr. Wixson. That is correct. You have to analyze the entire sit- 
uation as it stands before you work out the plan. 

Mr. Tuornserry. In studying the information which you have 
given us, one has to realize that it is entirely group insurance. It is 
based upon the experience of a particular group, and we are not talk- 
ing about insurance that is given to the public generally or offered 
to the public generally. 

Mr. Wutson. We wrote approximately 1,000 people on an indi- 
vidual policy basis. 

Mr. THornserry. What did you do about the deductible amount 
there ? 

Mr. Wiuson. We set it at $300 or $500, and in those instances the 
individuals usually did not carry any insurance down below that but, 
unfortunately, we developed a very bad exposure, because we got a 
large segment of executive people in industry, and they are quite an 
ulcerated crowd. 

Mr. Tuornserry. The thing that is difficult for me to see is where 
a person is justified in taking out that coverage where the deductible 
amount would be $500 and they did not have any other insurance 
program. 

Mr. Wison. Well, of course, that was the principle that we were 
striving at throughout the entire experiment—how much does it cost 
for $300 and how much does it cost for $500. Once you have worked 
out this problem of long-term illness, the question of how much more 
will it cost to bring the deduction down to $100 or $150 or $200 be- 
comes a simple matter of arithmetic. The unknown are the long-term 
problems, but we have great ideas for the future. 

Mr. Trornperry. I believe that is all right now, Mr. Chairman. 

Mr. Hesettron. Mr. Wilson, do you think if medical and dental 
costs were made fully deductible from the Federal income tax, this 
would constitute a better program for medical and dental health and 
would have a tendency to aid in major medical costs? 

Mr. Witson. There was an actuary of the Minnesota Mutual who 
sent a paper through to me in which he had analyzed the effect at vari- 
ous levels of medical expense and the effect of the income-tax deduc- 
tion on major medical expense. In some areas where income is high 
it does seem to have an effect, but where medical expense is not too 
high it does not have too much effect. 

The basic problem is this: When the individual is faced with a seri- 
ous medical bill, he likes to pay it. He may not have too much cash 
available to pay it, and he cannot tell the doctor to wait until next 
year until he figures his income tax and when he gets his refund that 
he will be able to work that problem out with him. He likes to pay 
his bill now. It is the availability of cash that causes difficulty in 
that income-tax law. 

Mr. Hesetron. In view of what you said about increasing protec- 
tion in this sort of plan, it should follow that health insurance should 
be noncancellable and renewable for life. 

Mr. Witson. Well, my feeling is that that is a goal to be worked 
for. I do not think any of us at the present time knows the solution. 
I saw an article in the trade journal not so very long ago that some of 
the life actuaries were now working on a plan under which an indi- 
vidual could buy some form of catastrophe insurance on a 20-year pay- 
ment basis. In other words, he would pay for 20 years and then try to 
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reserve a sufficient amount during those 20 years to carry his insur- 
ance during his retirement years. “Cert: inly it is a major problem, and 
it can resolve itself upon how much experience can we get to guide us in 
working out these programs. 

Mr. Hesevron. I take it that in Elfun experience you actually ap- 
proach a solution of that from the standpoint of retired employees ? 

Mr. Witson. We include the retired employees and the cost for that 
is very very high. 

Mr. Heseiton. Do you know of any other insurance where such 
protection is offered ? 

Mr. Wiison. We have in a number of other risks which we have 
written included retired people. 

Mr. Hesevron, I mean are there any other companies, to your know]l- 
edge, attempting to experiment in this field? 

Mr. Wuson. I think they are experimenting in it. I think all of 
us go very cautiously because it is a source of major loss. 

Mr. Hesexron. Would a combination of the Blue Cross or other 
such similar insurance and that of the catastrophe insurance furnished 
by the commercial companies be at all feasible, in your opinion ? 

Mr. Witson. Well, it can be worked out. In other words, there are 
some plans in existence now where the basic coverages are carried by 
Blue Cross and the catastrophe insurance is carried by a commercial 
carrier. 

I think Mr. Whittaker mentioned the fact that Metropolitan had just 
written one such piece of business. 

Mr. Hesetron. I was interested in your discussion of the formula 
which you worked out in developing the question of whether fees are 
reasonable and necessary. You made the further comment that it 
seemed to you that while insurance carriers could not tell the insured 
that the fee was unreasonable or that it was out of line with charges 
made by other reputable physicians, the carrier had a perfect right to 
take it up with the individual physician and, if necessary, with the 
local medical association. Did you mean that that was a plan that you 
established, or have you had any experience in that regard? 

Mr. Witson. We felt that was a proper function of the insurance 
company in writing catastrophe-medical insurance. If we write 
catastrophe-medical insurance, then it becomes a mechanism whereby 
people are able to pay higher medical expenses for the same care, and 
we have not made any social progress. 

Mr. Hesevton. Have you had any ac tual experience along that line? 

Mr. Wirson. Yes, we have had experience in that regard. 

Mr. Heserton. With the individual physicians or with the asso- 
ciations? 

Mr. Wirson. That is correct. We have had no adverse experience 
because in the cases that we have referred to we have only in two 
instances gone beyond the individual physicis Ln. 

Mr. Heseiton. You have been able to adjust it with the local physi- 
cians in a great majority of the cases? 

Mr. Wiuson. That is right. In two instances we went to the medical 
association and they backed us up on it. 

Mr. Heserron. I see. 

Mr. Witson. You have, however, this area of medical expense on 
the very wealthy person who goes to a clinic or goes to a hospital and 
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who comes out of that hospital with a bil! for $5,000 for services which 
would normally cost $300 or $400. 

Mr. Hesevtron. We have been hearing testimony this morning ac- 
tually confined to the employer and the employee groups, and it is my 
impression that that has been extended very much, as I recall it. My 
own local bar association has worked out a plan where individual mem- 
bers of the bar could take out some kind of a policy of that kind. Has 
that been extended very far beyond the employer-employee group ? 

Mr. Witson. Quite a few companies are writing what they call asso- 
ciation groups. It can be written successfully, provided the associa- 
tion is very well organized. 

Mr. Hesevron. I see. 

Mr. Witson. The association which you write must be sufficiently 
well-knit to form an avenue through which you can administer the 
risk. So it isa mechanical problem rather than one of hazard. 

Mr. Hese.ron. I suppose that could be made to apply certainly to 
doctors and dentists, but could it be extended to operators of stores or 
filling stations or other independent type businesses ? 

Mr. Wirson. There are quite a few groups that have bought group 
insurance on that basis through trusteed associations. For instance, 
I think in New York State you have the Automobile Dealers Associa- 
tion. All the automobile dealers and their respective employees are 
all insured in one mass group. 

Mr. Hesevron. Are there any further questions, gentlemen ? 

Mr. Cartyie. Yes, Mr. Chairman; I have a question. 

Mr. Wilson, should the law be amended so as to enable the taxpayer 
to deduct or be given credit for all of his medical expenses? Do you 
think that would have a wholesome effect by causing people to go to 
a doctor and try to find out what their physical condition really is, 
and in that way perhaps many persons could detect the exi: stence of 
some serious disease that possibly would not be located for 2 or 3 years? 

Mr. Witson. I could only express my own opinion on that, and it 
may not be worth very much, but my feeling has been that in medicine 
there is a tremendous area which has just begun to be developed and 
even recognized within the medical professon ‘itself, and that is indus- 
trial medicine—preventive medicine. I think the Chinese had a good 
idea when they paid a man for keeping him well, and he got fired when- 
ever he let the man die. 

In industry today they are developing industrial medicine to dete 
mine the things that keep a man well so that his life will be re: sity 
wroductive. If that area can be developed, I am much in favor of it. 

Towever, how ed the income tax would affect that I do not know, 
because I think we are all inclined to welcome a tax deduction, no mat- 
ter what the source. 

Mr. Cartyiz. We do know that many men and women in this coun- 
try are honestly afraid to have a physical examination because of the 
fear that they will find that they have a disease that is serious and per- 
haps would be difficult to cure. “Is that not true? 

Mr. Witson. Well, in industrial relations that does constitute a 
big problem. My company has done a lot of work in that field of 
persuading an individual to take an examination and giving him re- 
assurance through his employer if something is found wrong, it will 
be taken care of and that he will not be fired by reason of the fact that 
it was discovered. It is a major issue. 
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Mr. Cartyxx. For what period of time do these group-insurance 
policies pay for disability ? 

Mr. Wuson. Well, as Mr. Beers stated, I think the usual plans on 
disability—the weekly benefits run for 13 weeks. That is the normal 
amount. There are many of them now that are designed to run for 
26 weeks. 

Mr. Cartyte. After the 26 weeks have expired, what happens then? 

Mr. Witson. Well, the individual is on his own after the benefits 
have run out. 

Mr. Cartyte. You mean by that they will have to rely upon the 
public to take care of them. 

Mr. Witson. Yes, if that is all that is in the basic plan. 

Mr. Cartyize. What do you think about that? 

Mr. Wiuson. Well, my own feeling is that if industry in general 
through group insurance is so inclined or if the economy of our country 
is such that further benefits need to be extended, those plans are 
available at the present time to run for a year. We write a plan, for 
example, on an individual basis now to tie in where group insurance 
leaves off and to continue the weekly benefits for a period of 1 year 
or 2 years and, in case of accidents, we even go for life, 

Mr. Cartyue. I am speaking now of health insurance. 

Mr. Wuson. That is correct. 

Mr. Cartyte. Are there any companies now that write health insur- 
ance that will pay benefits for life where a person is permanently dis- 
abled by disease ? 

Mr. Witson. Well, I think Mr. Faulkner is more qualified to talk 
about that than I am. I am not an expert on individual insurance, 
even though we write some. 

Mr. Cartyie. I understood that such policies have been issued in 
the past. 

Mr. Wuson. There are some available at the present time. 

Mr. Cartyue. That is all, Mr. Chairman. 

Mr. Hesev_ton. Did you refer to Mr. Crawford ? 

Mr. Wizson. No, Mr. Faulkner, who will testify here tomorrow, I 
think. 

Mr. Heseiron. We thank you very much, Mr. Wilson. 

3efore I call on the next witness, I would like to state that Mr. 
Robert L. Hogg is present inthe room. He is a former Member of the 
House of Representatives from the Fourth District of West Virginia 
and served in the 72d Congress. At the present time he is executive 
vice president and general counsel of the American Life Convention 
of Chicago. Mr. Hogg is here as an observer at the hearings. 

I want to welcome you here, Mr. Hogg. 

Mr. Hoce. Thank you very much. 

Mr. Hesevron. I am advised, Mr. Hill, that your testimony is rather 
extensive, consisting of some 19 pages, and I think it would take up 
to 40 or 45 minutes for you to cover your statement. 

What is the pleasure of the committee, and what is the pleasure of 
Mr. Hiil and the other witnesses? Would you prefer to suspend now 
for a lunch recess and come back and conclude the hearing, or do you 
want to go on through ? 

Mr. Trornserry. I understand there are others who possibly would 
want to testify. 
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Mr. Hesevron. I understand they will testify only briefly and they 
will be people who can tell us something about life-insurance research. 

I think the committee, if it is agreeable with the witnesses, would 
like to take about a 5-minute recess and continue to the conclusion, 
since we only have one more major witness and the gentlemen who 
will speak about contributions to research. If that is agreeable with 
you, we will recess until 20 minutes of 1. 

(Thereupon, the committee took a 5-minute recess.) 

Mr. Hesevron. The committee will come to order. 

Let me say that the members of the committee in informal discus- 
sion, or at least some of us, seem to have reached the conclusion that 
the feeling which was stressed at the outset in Chairman Wolverton’s 
statement is one which is still an unsolved problem. We can appre- 
ciate how much progress has been made and the experiments which 
have been made and the helpful experiments that are going on. How- 
ever, we have heard so much in the previous hearings about the 
lengthy illnesses, if not lifetime illnesses, that are oce: isioned by these 
major chronic diseases that it does seem as though there has not yet 
been devised, and perhaps there cannot be devised, a satisfactory 
means of taking care of those situations. 

In Mrs. Hobby’s s speech, you will recall her discussion of three types 
of conditions and, of course, in testimony following it we have heard 
of thousands and thousands of cases where the person of moderate in- 
come after 13 weeks or 26 weeks or whatever period they are covered, 
after the benefits have been exhausted is simply up against a problem 
and has to rely on something like the infantile paralysis fund, if that 
disease is involved, or he has to throw himself on charity. It is that 
type of thing that we would like to have some discussion on or some 
comment on before the four witnesses who have been good enough to 
prepare this testimony for these hearings leave. If that is not possi- 
ble and they care to submit any further comment or any supplementary 
statement, I can assure you that the committee will welcome it and will 
place it in the record. 

Our next witness is Mr. Charles G,. Hill, and at this point in the 
record we shall insert the following pertinent information in regard 
to the background and experience of Mr. Hill. 

(The matter referred to is as follows:) 


BIOGRAPHY OF CHARLES G. HILL 


Charles G. Hill is the group secretary of the Massachusetts Mutual Life Insur- 
ance Co., and in that position is in charge of the company’s group-insurance 
operation, 

Born in Ontario, Canada, he graduated from Queens University in Ontario 
with a bachelor of arts degree in mathematics and physics He was associated 
with the Sun Life Assurance Co. of Canada from 1938 to 1942, at which time 
he joined the Massachusetts Mutual. Originally in the mathematical depart- 
ment of that company, he was assigned to the newly created group department 
in 1946. Since that time he has successively held various positions in that 
department until today he is head of the entire group operation. 


STATEMENT OF CHARLES G. HILL, GROUP SECRETARY, MASSA- 
CHUSETTS MUTUAL LIFE INSURANCE CO., SPRINGFIELD, MASS. 


Mr. Hiiu. My name is Charles G. Hill, of Hampden, Mass., and I am 
group secretary of the Massachusetts Mutual Life Insurance Co., hav- 
ing a 1arge of the company’s group-insurance operation. Through the 
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facilities of its group department the Massachusetts Mutual handles 
all types of mass coverages including group life insurance, accidental 
death and dismemberment insurance, accident and sickness, hospital, 
surgical, medical insurance, and all forms of insured-pension plans. 

The Massachusetts Mutual Life Insurance Co. was organized 102 
years ago and on January 1 of this year had ordinary life insurance in 
force of over $314 billion. Since its organization, Massachusetts 
Mutual has written ordinary life insurance almost exclusively. Seven 
years ago, it entered the group health and accident insurance field. 
In expanding its operations to health insurance, the company was 
influenced by a desire to serve the public’s need for this type of 
insurance coverage. In recent years the life companies have been 
entering this field in increasing numbers in order to make voluntary 
health insurance readily available to the public. New York Life 
Insurance Co., the Home Life of New York, and the State Mutual of 
Worcester, Mass., are among others which, like Massachusetts Mutual, 
have recently gone into the group accident and health business. 

As a newcomer in this field, we thought that your committee might 
be interested in some of the experiences we have had in underwriting 
this insurance. Since 1946, we have issued approximately 1,100 
master group accident and health insurance contracts insuring roughly 
175,000 persons. Our services in this field are rapidly expanding both 
as to the number of persons covered and as to types of coverage and 
extent of benefits being provided. We feel that we are off to a good 
start in helping to meet the public’s desire for voluntary health 
insurance coverage. 

The characteristics and great flexibility of the coverages we are 
currently writing can best be illustrated by describing some of the 
actual cases underwritten by the Massachusetts Mutual. This group 
of cases is presented as a representative cross section of the types of 
hospital, surgical, and medical expense insurance plans presently 
underwritten by my company. Each of the plans described was 
designed to meet a particular situation and, as the committee will 
observe, there is considerable variation in the benefits provided both 
as to scope and amount. 

If I may at this point, I would like to interject a comment to 
emphasize one particular thing in the underwriting of group insurance 
of any type and in particular group health and accident insurance, 
and that is that usually in practically all instances a plan is designed, 
originating in discussions between the insurer and the purchaser. In 
other words, the companies offering group health insurance of any 
type do not follow a format where you go around with some prepared 
document or some prepared plan such a plan A, B, C, or D, and the 
employer can select any one of those. What you do is to sit down and 
actually tailor make a program within the scope of your group- 
underwriting plans to meet the particular need of that employer. 

The first case that I have recited here is group policy No. 2496 
issued to the Consolidated Engineering Corp. of Pasadena, Calif. 

Policyholder: The policyholder’s business is the design, develop- 
ment, and manufacture of analytical instruments for science and 
industry. 

Affiliated companies whose employees are insured under the above 
policy are C. E. C. Instruments, Inc., of Pasadena, and the Consoli- 
dated Vacuum Corp., of Rochester, N. Y. 
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There are approximately 1,000 employees in the 3 companies 
combined, 

Purpose of group-insurance pli in: The purpose of this particular 
plan is to afford the policyholder’s employees the opportunity of ob- 
taining a comprehensive program of liberal insurance benefits on a 
cooperative basis. The benefits provided are not the result of labor 
negotiations, but rather represent unilateral action on the part of the 
employ er. 

Benefits provided: This group-insurance plan, as underwritten by 
the Massachusetts Mutual on July 1, 1952, and as amended December 
29, 1952, provides the following benefits: 

Life insurance based on salar y providing a minimum of $2,000 and 
a maximu mof $12,500 with provision for reduced life insurance after 
retirement. 

Accidental death and dismemberment insurance in the same amounts 
as the basic group life insurance plan. 

Weekly disability benefits in accordance with the California unem- 
ployment compensation disability law, but providing more liberal 
benefits than required by law. 

Hospital expense insurance for employees and dependents provid- 
ing $12 daily for room and board during the first 31 days of hospital 
confinement and $6 per day for an additional 120 days. The amount 

:vailable for ancillary hospital services is $600 and while no mater- 
mt benefits are provided for normal delivery, any complicated ma- 
ternity case is treated the same as any other disability. 

Surgical-expense insurance for both employ ees and dependents pro- 
vides a fee schedule with a maximum of $300 for any 1 operation. 

A special accident-expense benefit for both employees and depend- 
ents provides reimbursement up to $300 for expenses incurred as a 
result of accidental bodily injury which are in excess of benefits pay- 
able under the basic hospital and surgical coverages. 

Major medical-expense insurance for employees and dependents pro- 
viding a maximum benefit of $5,000 over and above the benefits pay- 
able under the other basic coverages. ‘This particular plan incorpo- 

rates a deductible amount of $100, which means that before the m: jor 
medical benefit becomes effective the employee or dependent must 
incur expenses which exceed by at least $100 the benefits payable 
under the basic plan. The coinsurance feature incorporated into the 
major medical plan stipulates that the employee or dependent must 
pay 25 percent of the first $2,000 of major medical expenses over and 
above the $100 deductible. The insurance company therefore pays 
75 percent of the first $2,000 of such expenses and 100 percent of the 
balance up to a maximum benefit of $5,000 for each insured individual. 

The benefits provided under this plan were continued without modi- 
fication when the policy was renewed on July 1, 1953. 

Number of persons insured: The number of employees insured for 
hospital, surgical, and medical benefits is currently 940, of whom 660 
are insured with respect to their eligible dependents. This represents 
approximately 94 percent of all employees eligible. 

Cost of hospital, surgical, and medical-expense benefits: As this 
plan was originally written, the employer and employees shared 
equally the cost of all hospital, surgical, and medical-expense benefits. 
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An increase in the premium required for the major medical benefit 
which became effective July 1, 1953, was absorbed entirely by the 
employer. 

The actual cost to the employees of the comprehensive hospital, 
surgical, and medical-expense benefit is as follows: 

Employee without dependents, $1.50 monthly. 

Employee with 1 dependent, $4.50 monthly. 

Employee with 2 or more dependents, $7.50 monthly. 

Because of the fact that the employees are currently paying slightly 
less than 50 percent of the actual cost of these benefits, the employer’s 
monthly contributions on behalf of each insured employee are approxi- 
mately 10 percent more than the amounts shown above. 

General comments: In our opinion, this group-insurance plan is 
representative of employee benefits currently provided by an em- 
ployer whose attitude toward employee relations is indicative of a 
desire to provide a complete program of security. Mr. H. F. Colvin, 
vice president and general manager of Consolidated Engineering, 
with whom we have dealt on all matters of policy concerning this 
group-insurance program, has made it his business to become very 
well informed regarding types of benefits available and the methods 
of providing these benefits. Our relations with Mr. Colvin and his 
associates have demonstrated clearly that the policyholder is every 
bit as interested as the insurance company in having the overall plan 
operate on a financially sound basis. 

Because I feel that it would be both interesting and helpful to the 
committee, I present the results of a study made by us on all actual 
cases where major medical benefits were paid to employees of Con- 
solidated Engineering Corp. during the first policy year, which ended 
June 30,1953. The study shows the status of the claimant (employee 
and dependent), the type of disability, the amount paid under the 
major medical coverage, and the amount paid under the basic hos- 
pital and surgical coverages. The status of the claim as of the end 
of the first policy year is also shown, 

Now, of course, I shal] not read every item in this table. I would, 
however, draw the committee’s attention to the fact that the amounts 
paid under the major medical coverage for this one particular case 
during its first policy year varied all the way from $1.50 to $2,703.04. 
I believe the committee might be inclined to think, after reading 
through this table, that certainly some of the disabilities for which 
major medical expenses were incurred are not what the ordinary 
medical man would normally anticipate to be covered under insurance 
of thistype. In other words, you will find, I think, very few of these 
causes of disability to be in the category which most of us consider 
normally catastrophic. 
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Total paid | 


Status of 

















1 nde scic 
‘ | foves 3 ret, major ane oe © | Status basic 
Claimant Cause of disability pale under medical — ma 
| medical claim is of July 1, 1953 
July 1, 1953 
Employee --- Coronary _— $310.96 | Per $340.91 | Per 
Do Polio 89.44 | Close ( 
Dependent (son). --- A ppendix 1. 50 do 360. 98 Do 
Employes Uleer 279. 27 lo 605.10 D 
Do Hemophelia | 416.44 | Pending 466. 34 D 
Do Hemorrhoids 89. 49 do | 176. 65 Lx 
Do 7 Uleer o1. 50 Closed 177. 42 I 
19Gé ~<;. Pneumonia j 144.75 | Pending “a Do 
Do... Hemorrhoids 81. 0 Closed 192. 35 D 
Do Uleer | 19. 69 do 605. 93 Do. 
sehen Hernia 123. 00 do 354. 84 
Do Gastric resection 120. 00 lo 605. 91 I 
DO. ks>< Accident 1, 188.02 | Pending 1, 698. 00 I 
Do e Skin graft 365. 81 Closed 704, 00 ! 
Do Arteriorsclerosis 2, 703. 04 do | 1, 150. 00 Do. 
Do Entropian 21.75 do 162. 90 D 
Dependent (husband) Reiters disease | 453.38 | Pending 958.16 | Pendir 
Employee Coronary 524. 18 do 377.52 | Cl 
Dependent (wife) Hysterectomy 111.75 ! 495, 2 
Dependent (son) : ae stenosis 231. 00 do 554. 00 D 
Employee Hert 2. 33 1 P 
Dependent (wife) | Liver cancer 222. 37 do D 
Do Shee | Neurosis 211.13 | Closed 22.50 | Closed 
Employee Arthritis 136. 94 de D 
Do Z | Shorten leg 73.50 | Pending 456. 51 Do 
Do Appendix 44.25 | Closed 254. 92 Lx 
Do b | Tubereulosis | 761. 53 | Pending 2, 126. 62 D 
Do.. hedeatiin le Appendix 13. 50 | Closed | 360. 66 Dd 
Do Menier‘s syndrome 116. 25 do 388. 40 Do, 
Dependent (wife) - Devated septum 67. 50 do 75. 00 Do. 
Do a Back strain sciatica 29.25 | Pending O4 ) 
Do luberculosis 238. 54 do 640. 07 Do 
SD. a Hysterectomy 25.88 | Closed 461. 68 ) 
Do. do 82.50 lo 169. 05 Do 
DO. aed J Uterine bleeding 149. 34 do 766. 83 Do 
Do Patella fracture 952. 5 , 1 1, 489. 5¢ Pc ng 
Do ike Cesarean | 137. 457.24 | Closed 
Employee Ectopic pregnancy 245. 3 lo 190. 00 D 
Do = Menopause : 46.87 | Pending Sas Do 
Dependent (wife) .-| Abdominal pain jail 249, 31 lo een 387. 59 D 
Employee....--- ...-| Pneumonia am m 85.50 | Closed...... 73. 73 Do 
Do__........--....| Hydronephrosis_...._.| 33.7 971.00 | Pending 
TO cach Ea eet heen Entropian a ats 40.13 173. 20 | Closed. 
Employee : Uleer 199. 50 688. 04 Do 
Dependent (wife) _- .| Caesarean........... 52. 50 | 372. 11 Do 
I Se cotechin attetiiati lets 5. 62 4.74 Do 
Employee...........-.- PROUD abs dhe cadicd 88. 87 | D 
TORE 2c a. sfesddiedbcticupdtess ; 11, 728. 45 |..... d 21, 409. 75 


Because of the adverse first year experience of the hospital, surgical, 
and medical coverages particulaly for the employees located in Cali- 
fornia, an increase in the premium rates for the major medical cover- 
age on these employees and their dependents was required on the first 
renewal date. in addition the hospital, surgical, and medical cover- 
ages were combined with the group life and accidental death and dis- 
memberment insurance in order to stabilize further costs through the 
medium of using any surplus and dividends earned by the group life 
and accidental de: ith and dismemberment insurance to offset a deficit 
which might arise under the hospital, surgical, and medical coverages, 


GROUP POLICY NO. 1532 ISSUED TO THE TRUSTEES OF THE MOVING AND 
STORAGE INDUSTRY STABILIZATION COMMITTEE AND TEAMSTERS LOCAL 
814 WELFARE FUND 


Policyholder: The policyholder is the board of trustees of a fund 
established through the medium of labor negotiations between the em- 
ployers in the moving and storage industry in New York City and the 
union representing the unionized employees of these employers. 
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Purpose of group insurance plan: The purpose of this particular 
plan is to provide the employee welfare benefits which the employers in 
the moving and storage industry of New York City agreed to finance 
as part of a negotiated labor agreement. : 

The committee might be interested to know that coincident with the 
establishment of this plan on March 1, 1949, an identical plan was pro- 
vided for the nonunion employees of the same employers under a 
separate policy. s 

Benefits provided: As originally written on March 1, 1949, this plan 
provided $1,000 of group life insurance and $1,000 of accidental health 
and dismembership insurance for all eligible employees together with 
hospital expense insurance for both eligible employees and their de- 
pendents providing $6 per day for hospital room and board charges 
for a maximum of 31 days during any one disability with $30 allow- 
ance for hospital charge for ancillary services. : 

On December 1, 1949, surgical expense insurance, providing a maxi- 
mum reimbursement of $150, was extended to all eligible employees. 

On November 1, 1950, the group life and accidental death and dis- 
memberment coverages were increased to $1,500 for all eligible em- 
nloyees and the daily benefit for hospital room and board charges was 
increased to $8 per day for both employees and dependents. Since the 
hospital expense plan provided a maximum of 5 times the daily benefit 
for ancillary services, this change in the room and board allowance 
increased the amount available for ancillary services to $40 for 
confinement due to any one disability. 

On July 1, 1950, accident and sickness benefits, providing a weekly 
benefit of 50 percent of average weekly earnings up to a maximum of 
£30 for 13 weeks during any one disability, were added with the other 
benefits remaining unchanged. 

On June 1, 1951, the group life and accidental death and dismember- 
ment coverages were increased to $2,000 and the hospital expense in- 
surance plan for both employees and dependents was liberalized to pro- 
vide the cost of room and board in semiprivate accommodations for the 
first 21 days of hospital confinement and one-half the cost of such 
accommodations for an additional 120 days during any one period of 
disability. The allowance for ancillary services under the hospital 
plan, as amended, was increased to $250. In the event private room 
accommodations are used, $10 per day is allowed for room and board 
for the first 21 days and $5 per day for an additional 120 days there- 
after. Dependent maternity benefits available under the hospital ex- 
pense policy as amended June 1, 1951, were limited to $100 for all hos- 
pital charges. 

On June 1, 1951, the schedule of surgical expense benefits for em- 
ployees was revised as to the amount payable for certain individual 
operations, but the maximum amount remained at $150. At the same 
time surgical expense benefits for dependents were added with the 
maximum reimbursement for any operation being equal to two-thirds 
of the corresponding amount provided for employees. 

The benefits provided for the nonunion employees of the employers 
in the moving and storage industry of New York City have been 
revised upward to parallel the benefits provided for the union em- 
ployees and at the present time they are identical. 

No further revisions have been made in either plan since 1951. 
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Number of persons insured: The number of employees imsured 
under policy No. 1532 has increased steadily from 1,645 as of the effec- 
tive date of the plan (March 1, 1949) to approximately 2,500 at the 
present time. The number of nonunion employees covered aaa the 
second policy referred to has increased from 395 as of March 1, 1949, 
to approximately 650 as of the present. 

Cost of hospital and surgical expense benefits: All hospital and 
surgical expense benefits for both employees and dependents are pro- 
vided without cost to the employees insured. On March 1, 1951, the 
policies covering the union and nonunion employees were combined 
for financial experience and the gross cost of the benefits was caleu- 
lated for the combined group as a single entity. For the current 
policy year the cost of the hospital and surgical benefits, which is met 
entirely by the participating employers, is $1.70 monthly for single 
employees and $5.78 monthly for employees with insured dependents. 

General comments: In our opinion this group insurance plan is 
indicative of what can be accomplished in providing health and wel- 
fare benefits through labor negotiations when sound financing and 
careful administration are controlling factors. The history of the 
case indicates that as more money became available to the trustees 
through employer contributions, the benefits were increased to what- 
ever extent sound financing would permit. A cooperative attitude on 
the part of the policyholders coupled with careful administration has 
contributed substantially to the year-to-year operation of this plan on 
a financially sound basis. 


GROUP POLICY NO. 2486 ISSUED TO OUTDOOR ADVERTISING ASSOCIATION OF 
AMERICA, INC,, CHICAGO, ILL. 


Policyholder: The policyholder is a national association of adver- 
tising firms specializing in the various forms of outdoor advertising. 
The headquarters of the association located in Chicago is a very well- 
organized and efficient business office supervised by Mr. Carl Gaster, 
executive secretary of the association. The employer members of the 
association are located in various parts of the United States, the 
association being national rather than sectional in nature. 

Purpose of group-insurance plan: The purpose of this particular 
plan is to meet a desire and need for employee-welfare benefits on 
the part of relatively small business organizations for which, as indi- 
viduals, group insurance is not practical or in some cases precluded 
by law. By subscribing to a group-insurance program with common 
benefits made available through the facilities of their association, the 
advertising firms making up the membership of the Outdoor Adver- 
tising Association of Americ ‘a, Inc., are able to obtain group insurance 
for their employees under a master policy insuring a sufficient number 
of persons to obtain the spread of risk necessary for sound nonmedical 
group underwriting. 

Benefits provided: This plan which became effective on January 1, 
1952, provides the following benefits: 

Life insurance with minimum and maximum amounts of $2,000 and 
$10,000, respectively, the amount for any individual being determined 
by employment status. 
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Accidental death and.dismemberment insurance in the same amount 
as group life. 

Hospital-expense insurance for the employees of the headquarters’ 
staff in Chicago and their dependents providing $12 daily for room 
and board charges for 31 days with $6 daily for an additional 120 
days and $1,200 for hospital charges for ancilary services. 

The hospital-expense benefits for association members and their 
employees are provided on the same basic plan as that available to 
the association headquarters’ staff but the amount of the benefits are 
two-thirds of the benefits provided for the headquarters’ staff. 

Surgical-expense benefits for all employees and their eligible de- 
pendents providing a schedule of fees with a maximum of $200 for 
any one operation. 

*olio-expense insurance for all employees and their eligible de- 
pendents providing a maximum reimbursement of $5,000 over and 
above benefits paid under the basic hospital-surgical plan. 

Diagnostic X-ray and laboratory expense benefits hor all employees 
and their eligible dependents providing a maximum reimbursement 
of $25 for X-ray and laboratory work on account of any one accident 
or sickness. 

Medical expense benefits for all employees and their eligible depend- 
ents providing reimbursement up to $3 per visit for visits made by a 
physician during the first 31 days of hospital confinement but in no 
event more than $93 for any one period of hospital confinement. 

The benefits provided under the plan as it was originally written 
were continued without amendment when the plan was renewed on 
January 1, 1953. 

Number of persons insured: On January 1, 1952, the effective date 
of the plan, there were 343 employees insured of whom 170 were in- 
sured with respect to their eligible dependents. On the first renewal 
date, January 1, 1953, there were 983 employees insured of whom 555 
were insured with respect to their eligible dependents. The average 
number of employees insured per participating employer member was 
14 as of January 1, 1953. There were 70 employer-members partici- 
pating in the plan as of that date. 

Cost of hospital, surgical, and medical expense benefits: All em- 
ployee coverage is provided without cost to the employees insured. 
The cost of the dependent benefits is paid for entirely by the employees. 

The present cost to the members of the headquarters’ staff in Chi- 
cago, who are insured for dependent benefits, is $6.16 monthly. The 
corresponding cost for other persons insured with respect to their 
dependents is $4.58 monthly. 

The total monthly cost of the hospital, surgical, and medical benefits 
is $8.87 for headquarters’ staff in Chicago and $7.78 for association 
members and their employees. 

General comments: The difficulties normally encountered in install- 
ing a group insurance program on a widespread basis for a national 
association of relatively small employers were not encountered in this 
case largely because of the strength of the association and the efficiency 
with which association affairs are handled by Mr. Gaster and his asso- 
ciates in the association’s Chicago office. The rapid growth of the 
plan during its first year is indicative of its acceptability to the mem- 
bers of the association and their employees and still further growth is 
expected. 
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We have every reason to believe that this plan will-continue to 
operate on a sound basis financially. 


GROUP POLICY NO, 1907 ISSUED TO THE CROUSE-HINDS CO., OF SYRACUSE, 
N. Y. 


Policyholder: The policyholder’s business is the manufacture of 
electric-lighting equipment. The company employs approximately 
2,000 persons on a full-time basis. 

Purpose of group insurance plan: The purpose of this particular 
plan is to provide liberal benefits for all full-time employees under a 
comprehensive group-insurance program. The plan as underwritten 
by the Massachusetts Mutual effective October 1, 1953, replaces a plan 
with much lower benefits. 

The present plan is not the result of labor negotiations, but rather 
represents unilateral action on the part of the employer. 

Benefits provided: The benefits provided are as follows: 

Life insurance based on salary with a minimum of $2,000 and 
maximum of $30,000. 

Weekly disability benefits as required by the New York State dis- 
ability benefit law and corresponding benefits for employees outside 
the State of New York. California employees are insured for the 
benefits required in accordance with the California unemployment 
compensation disability law. 

Hospital expense benefits for employees and dependents providing 
$12 daily for room and board during the first 31 days of hospital con- 
finement and $6 per day for an additional 90 days. The amount avail- 
able to cover the cost of ancillary hospital services is $120 and 
maternity benefits are provided by a special provision with a flat 
allowance for all charges connected with maternity. 

Surgical expense benefits for both employees and de »pendents pro- 
vides a fee schedule with a maximum of $240 for any one operation. 

Polio expense insurance for both employees and dependents pro- 
vides a maximum reimbursement of $5,000 in addition to benefits paid 
under the basic coverages. 

Medical expense insurance for employees and dependents provides 
$3 for each visit made by a physician during the first 31 days of hos- 
pital confinement but not more than $93 for any one confinement. 

Major medical expenses for employees and dependents provides 
& maximum benefit of $5,000 over and above the benefits paid under the 
other coverages. This particular plan incorporates a deductible 
amount of $300 for employees earning less than $10,000 annually and 
a deductible amount of $500 for employees earning $10,000 or over 
annually. The coinsurance feature incorporated into the major medi- 
cal plan stipulates that the employee or dependent must pay 25 per- 
cent of the first $2,000 major medical expenses over and above the 
deductible amount applicable. The insurance company therefore 
pays 75 percent of the first $2,000 of such expenses and 100 percent 
of the balance up to a maximum benefit of $5,000 for each insured 
individual. 

A particular feature of the Crouse-Hinds’ group insurance plan 
is that provision is made for the continuance of basic hospital, surgi- 
cal, and medical benefits after retirement. The maximum aggregate 
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benefit a retired employee can receive is $500 and the entire cost of 
providing this benefit is borne by the company. 

The company also pays the entire cost of continuing life-insurance 
protection after retirement on a gradually reducing basis. 

Number of persons insured: The number of employees insured for 
hospital, surgical, and medical benefits on the effective date of the 
plan was 1,858 of whom 1,357 were insured with respect to their 
eligible dependents. 

Cost of hospital, surgical, and_ medical expense benefits : Because 
employees whose annual base earnings are less than $5,000 pay less for 
the major medical coverage than the employees w ith higher earnings, 
the cost of all hospital, surgical, and medical benefits depends on 
whether or not an employee earns $5,000. 

For employees earning less than $5,000 the actual cost of the entire 
hospital, surgical, and medical benefit is as follows: 

Employee without dependents, $2.79 monthly. 

Employee with dependents, $6.49 monthly. 

The corresponding cost for employees earning $5,000 annually or 
more 1s: 

Employee without dependents, $3.62 monthly. 

Employee with depe caldiati $9.79 monthly. 

The balance of the cost of these benefits which has not vet been 
finally caleulated will be borne by the employer. The employer’s 
share of the cost of basic employee hospital, surgical, and medical 
benefits will be approximately 50 percent and for the basic dependent 
coverages the employer’s share will be approximately 25 percent. The 
employees’ contributions toward the cost of the major medical expense 
benefits are very nearly equal the total cost. 

General comments: Awareness on the part of Crouse-Hinds execu- 
tives of the current need for a comprehensive employee welfare pro- 
gram prompted the adoption of this liberal plan. The previous plan 
did not afford the facilities for providing major medical expense and 
was paid for entirely by the employees. 


GROUP POLICY NUMBER 1614 ISSUED TO MICHAEL R. NOTARO DOING 
BUSINESS AS STATISTICAL TABULATING CO. OF CHICAGO, ILL. 


Policyholder: The policyholder’s business is tabulating, calculat- 
ing, typing, and marketing research tabulations. The prine ipal office 
is located in Chicago with branch offices being maintained in New 
York, St. Louis, and Newark. 

Purpose of group insurance plan: The purpose of this particular 
plan is to provide a liberal program of group insurance benefits for the 
employees of the Statistical Tabulating Co. and afford these employees 
an opportunity to obtain identical benefits for their dependents. 

This plan of group insurance benefits is not the result of labor nego- 
tiations but rather it represents unilateral action on the part of the 
employer. 

Benefits provided : As originally written on August 1, 1949, the plan 
provided the following benefits: 

Life insurance based on earnings with a minimum of $2,000 and 
maximum of $5,000. 

Accidental death and dismemberment insurance in the same amounts 
as group life insurance. 
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Hospital expense insurance for employees and de ependents providing 
daily benefits for room and board charges of $6, $7, and $8 depe nding 
on earnings, for 31 days on account of any one accident or sickness. 

The amount provided for ancillary hospital services was 50 times 
the daily room and board allowance. 

Surgical expense insurance for employees and dependents provid- 
ing a fee schedule with a maximum reimbursement of $240 for any 
one operation. 

On August 1, 1952, the plan was liberalized by increasing the group 
life insurance schedule so as to provide a minimum of $2,500 and a 
maximum of $10,000. The accidental death and dismemberment cov- 
erage was correspondingly increased, 

At the same time, the hospital-surgical-medical portion of the plan 
was liberalized to provide the following benefits: 

Hospital expense insurance for employees and dependents provid- 
ing $10 daily for 31 days for hospital room and board charges and 
$500 for ancillary hospital services rendered during any one period 
of confinement. ‘The same benefit was made available for all employees 
and their dependents. 

The surgical expense benefits were not changed. 

A medical expense benefit for employees and dependents was added 
which provides an allowance of $4 for each visit by a physician during 
the first 81 days of hospital confinement, subject to an overall maxi- 
mum reimbursement of $124 for any one hospital confinement. 

The benefits have not been changed since August 1, 1952 

Number of persons insured: When this plan was originally written 
on August 1, 1949, it provided insurance for 102 employees of whom 
28 were insured with respect to their dependents. As of the last re- 
newal date, August 1, 1953, there were 171 employees insured of whom 
61 were insured with respect to their dependents. 

Cost of hospital, surgical, and medical expense benefits: The cost 
of all employee benefits is borne by the employer with the employees 
paying the cost of benefits for their insured dependents. 

The present total monthly cost to the employees with dependents 
is as follows: 


Monthly 
Mimnbeyee: Wait Wal: Mar CRETE (TOR) ene ek = 3. ee ih sh ie denn $7.16 
TID RI CII SON SU ace ncare enserinch dh ereeinniaeds ok rine pep ccnainniangtilt 2. 74 
Ne I WEEE CI scien Kitts kirsten aici tn aeeninrnnlinniniln ao alleen mena tine 4,42 
Female employee with husband only eh tA a calc ee ae ace 2. 09 
Female employee with husband and child(ren) -----------------------_- 4. 83 


The actual monthly cost to the employer of providing the employee 
hospital, surgical, and medical benefits is approximately $3.70 for 
each employee insured. 

General comments: The employees’ satisfaction with and financial 
experience of this plan have been excellent due largely to the personal 
interest taken in it by Mr. Notaro and his insurance adviser, James F, 
Truman of Chicago. Dividends have been earned every year and these 
dividend earnings have been used by Mr. Notaro to provide additional 
employee benefits. 

We feel that this particular plan is a fine example of an employee 
welfare program sponsored by a relatively small company whose chief 
executive is keenly aware of the need for such benefits under today’s 
conditions. 


3 
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Mr. Hesevron. Thank you, Mr. Hill. 

Mr. Tuornserry. Mr. Hill, are these unusual plans ? 

Mr. Hit. No, sir. They were taken as an attempt to provide a 
cross section which would be representative of the types of insurance 
plans being written today. They are unusual in the respect that we 
do not have too many of our present plans with major medical already 
incorporated, but it is certainly under consideration by many of our 
policyholders now having the basic plans. 

Mr. Heseuron. There are a few questions I would like to ask with 
reference to the policies. 

In connection with the Consolidated Engineering Corp. of Pasa- 
dena, Calif., you stated: 

Weekly disability benefits in accordance with the California unemployment 
compensation disability law, but providing more liberal benefits than required 
by law. 

That provides something in addition to the State law? 

Mr. Hux. That is right. 

Mr. Hesevron. I just wonder if you have reached any conclusion 
as to why 98 percent took it in the engineering cor poration and the 
others did not see fit to take advantage of it. 

Mr. Hut. I could not give you the exact answer to that. There are 
some people who always refuse to pay for anything regardless of how 
good it is. That is a part of human nature. You will find that in 
almost any organization. There will always be some of those people, 
but not many. Other than that I cannot account for this particular 
situation. 

Mr. Hesevton. Then with regard to the Outdoor Advertising Asso- 
ciation policy you state: 

The purpose of this particular plan is to meet a desired need for employee 
welfare benefits on the part of relatively small business organizations for which, 
as individuals, group insurance is not practical, or in some cases precluded by 
law. 

That must be by State law ¢ 

Mr. Hii. Yes. There are some States that preclude the writing of 
any form of group insurance below 25 lives. 

Mr. Hesevron. Is that sound, in your opinion ? 

Mr. Hix. I do not believe it is sound. I believe that group insur- 
ance can be successfully written under 25 lives, but it has to be on a 
standard basis and include individual dation within a group because 
the idea in having a fairly large group for these group-insurance cov- 
erages is that there is no medical examination, and if you attempt to 
write group coverage on a group of 10 lives, where you permit a sched- 
ule of benefits within the group itself that would provide very modest 
benefits for the lowest State employees and very high benefits for the 
owner or chief executive, there could very well be some antiselection 
error because it might be w ell worth while for the chief executive to 
buy the plan. There have been changes. They are not as widespread 
as they were a year ago. I think, as a matter of fact, as far as acci- 
dent and health are concerned—and I stand to be corrected on this— 
there are t 5 States that preclude writing accident and health coverage 
below 25 lives, and there are considerably more than that that preclude 
the writing of group health insurance below 25 lives. 

Mr. Hesetron. Is there any evidence, to your knowledge, that the 
insurance companies are trying to get that law in better shape? 
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Mr. Hit. That is one of the problems that is dealt with by the Life 
Insurance Association at the American Life convention, and certainly 
efforts are being made continuously to straighten out these laws and 
get them so they are more workable on a national basis and in the best 
interests of all the parties concerned. Some progress very definitely 
has been made in that direction. 

Mr. Hesxuron. I am particularly interested in the fact that in the 
Crouse-Hinds plan you have been able to work out something for an 
extension after retirement. Is that something that is going to be 
worked out more and more now ? 

Mr. Hitz. In my opinion, this is something that very definitely is 
going to be worked out on an even wider spreé ad basis in time to come, 
but the fact of the matter is that before a price can be set for it a good 
deal more information than we have presently will have to be available 
to the actuaries who are going to compute the cost. 

Mr. Hesetron. So far as this particular plan is concerned, you have 
no indication that it is not going to work out ? 

Mr. Hitz. No, sir; we have not, because here you have a package 
plan, and of course there is one distinct advantage where you have a 
comprehensive package plan—you may use surplus earnings from this 
particular coverage to offset loss under that, if there i is one. 

Mr. Hrseuron. There is no deductible provision 

Mr. Hix. There is no deductible provision in the basic coverages. 

Mr. Hesetton. Beyond the basic coverages ¢ 

Mr. Hix. Yes. The only time in my company we use the deductible 
provision is when major medical is included. 

Mr. Hesevron. Does each group plan have to be self-supporting and 
in addition yield profits toa company? Does a company ordinarily do 
business on an overall basis with regard to cost and profits? 

Mr. Huu. As far as the basic premium rates are concerned, what 

you have to get for your business as a whole, an insurance company has 
to approach the problem of getting enough premium in the aggregate 
to pay all benefits and meet expenses. Now, with a group, that is, 
within all your policies, each policy is self-r ated. ‘The one whose ex- 
perience is bad pays proportionate ‘ly more than one whose experience 
is good. In my particular company, for all cases of under 50 lives, we 
do not atte mpt to self-rate. Weapprove of themall. They constitute 
one large pool. 

Mr. Hesexron. Is there any rough guide as to what percentage of 
premiums received pay for the benefits for the cost of administration, 
the cost of acquisition and the profits? 

Mr. Hin. Yes. There are no statistics I know of that are available 
on a national basis, but I do know in the case of some companies that 
have been in the group business for a number of years and have become 
established operators in that field that all costs of operation are some- 
thing less than 12 percent of premium. 

Mr. Heseuron. This is adde ressed to all four witnesses, In 1947 
Senator Saltonstall, of Massachusetts, filed what is known as the local 
health-services bill. That bill passed the Senate, I believe, on a num- 
ber of occasions, but there was no action taken in the House. In addi- 
tion to that, in 1950 there was a very comprehensive piece of legisla- 
tion introduced by a number of our colleagues in the House, among 
them former Congressman and present Governor of Massac husetts, 
Mr. Herter—a most comprehensive bill. It was H. R. 9076. I do not 
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want to have this hearing encumbered with those bills, but I am going 
to discuss with the chairman when he returns whether we should in- 
clude those two suggestions as possible matters, not for entire con- 
sideration, but for lifting out some things that might apply to the 
problem before us. 

Therefore, if you have that in mind, in connection with my sug- 
gestion, we will be glad to have any supplemental statement. I will 
appreciate any comments that you want to make on the bills. 

(The following letter was later submitted for the record :) 


AMERICAN LIFE CONVENTION 
Chicago 1, Il. 


Lire INSURANCE ASSOCIATION OF AMERICA 
New York 22, N. Y. 


WasuHinerTon 5, D. C., November 5, 1958. 
Mr. CHARLES A. WOLVERTON, 
Chairman, House Committee on Interstate and Foreign Commerce, 
New House Office Building, Washington 25, D. C. 

DEAR CHAIRMAN WOLVERTON: During the hearing before your committee on 
October 13 relating to health insurance, Mr. Heselton, acting chairman, made the 
following statement: 

“In Mrs. Hobby’s speech, you will recall her discussion of three types of con- 
ditions and, of course, in testimony following it we have heard of thousands 
and thousands of cases where the person of moderate income after 13 weeks or 
26 weeks or whatever period they are covered, after the benefits have been ex- 
hausted is simply up against a problem and has to rely on something like the 
infantile paralysis fund, if that disease is involved, or he has to throw himself 
on charity. It is that type of thing that we would like to have some discussion 
on or some comment on before the four witnesses who have been good enough 
to prepare this testimony for these hearings leave. If that is not possible and 
they care to submit any further comment or any supplementary statement, I 
can assure you that the committee will welcome it and will place it in the 
record.” 

Later at the hearing on the same day, Mr. Heselton again referred to the above 
suggestion and mentioned two bills; one introduced in 1947 by Senator Salton- 
stall, the other introduced by Congressman Herter in 1950. He mentioned that 
he was going to discuss with the chairman whether certain provisions of these 
bills should be considered. 

Mr. Heselton then said: 

“Therefore, if you have that in mind, in connection with my suggestion, we 
will be glad to have any supplemental statement and I will appreciate any 
comments that you want to make on the bills.” 

Noting Mr. Heselton’s request, and in view of our general interest in this 
matter, we have been in communication with the witnesses representing life- 
insurance companies. They feel that their testimony before your committee 
covered all of the information available at this time with respect to the experi- 
ence which they have had with major medical insurance. As to the bills men- 
tioned by Mr. Heselton, in light of the testimony furnished and in view of the 
rapid development currently taking place in voluntary insurance, these witnesses 
see no need for legislative action and consequently are not prepared to comment 
on the details of specific legislative proposals. 

In this connection, the witnesses’ testimony outlined in detail a new form of 
insurance designed to cover the cost of medical care for major diseases which 
frequently produce protractel illness or heavy costs. This new form of insur- 
ance which is referred to as major medical insurance covers a substantial portion 
of the medical expense in such cases up to a dollar limit as high as $10,000. 
While this coverage is in the experimental stage of development, the witnesses in 
dealing with the subject expressed the opinion that the coverage will spread 
rapidly and with experience will be perfected to provide a practical method of 
meeting the type of need outlined by Mr. Heselton during his inquiry. 
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If, in your further consideration of the problem of health insurance, you find 
a need for additional specific information with respect to private insurance 
plans, we shall be happy to continue to cooperate with your committee. 
Sincerely yours, 
AMERICAN LIFE CONVENTION, 
Rosert L. Hoae, 
Evrecutive Vice President and General Counsel. 


Lire INSURANCE ASSOCIATION OF AMERICA, 
EUGENE M. THorp, 
General Counsel, 

Mr. Heserron. Is there anything further from you gentlemen? If 
not, in behalf of the committee, I certainly want to express our deep 
appreciation of your attenance. You have indicated the magnitude of 
the problem. It is gr: atifying to know that so much has been done, and 
I assume that all the witnesses who address themselves to this problem 
will be the first to try to use all kinds of imagination and effort to 
bring about even wider coverage and more inclusive coverage. 

I hope out of the things that may come from these hearings all of 
you will have reason to be happy that you made a contribution. You 
are a very real part in our joint effort to bring forth something that 
the American people will not only be ple: ased with, but which will 
make their lives much happier before our generation is gone. 

The hearings will be adjourned until 10 o’clock tomorrow morning. 

(Whereupon, at 1:30 p. m., the hearing was adjourned to convene 
the following day at 10 a. m.) 
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(Voluntary Health Insurance) 


WEDNESDAY, OCTOBER 14, 1953 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 9:55 a. m., in the 
committee room of the House Committee on Interstate and Foreign 
Commerce, Hon. John W. Heselton (acting chairman) presiding. 

Mr. Hesevron. The committee will come to order, please. 

Again this morning the committee has the pleasure of having as 
guests some members of what is known as the W ashington seminar 
program. This is a cooperative program of 47 colleges and univer- 
sities from all parts of the Nation. It is designed to give the students 
a realistic and firsthand knowledge of the operation of the National 
Government. Their attendance at the hearing this morning is for 
one of the seminars of government in action. They will later discuss 
what they see and hear at a further session at the university; that is, 
the American University. 

I might say here, as I said to the group yesterday, that I know the 
committee would be very glad to have the results of the observations 
of the students as to the hearing, if they can be reduced to writing 
and sent to the clerk. The members of the committee would like to 
see them. 

These students who are attending are juniors and seniors, as I 
understand it, chosen on an honor basis from 15 educational institu- 
tions throughout the country. 

(Discussion off the record.) 

Mr. Heseiron. Yesterday we heard testimony on group-health 
insurance and major medical- expense insurance from witnesses who 
are officers of insurance companies. This morning, the committee will 
hear from witnesses who come from three different industrial enter- 
prises which provide health insurance for their employees. These 
three enterprises—an airline, a pharmaceutical manufacturing com- 
pany, and an oil company—represent examples of the customers, if 
you please, of the insurance companies which write group-health 
insurance. 

Group-health insurance has become an important aspect of our 
industrial-relations scene. The growth of this type of insurance has 
been tremendous. The principal factor which is responsible for this 
growth is the clear realization on the part of employees and manage- 
ment that individual employees are unable to provide for themselves 
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the same degree of protection against medical expenses that can be 
provided on a group basis. 

In order to get a general picture of the differences between group- 
health insurance and individual insurance, our fourth witness today 
will cover the subject of individual accident and health insurance. 

Finally, we shall hear testimony on the financial contributions made 
by life-insurance companies to medical research. 

Our first witness this morning is Mr. Frazier Wilson, manager, 
insurance, United Airlines, 5959 South Cicero Avenue, Chicago, Ill. 

He will be followed by Mr. James C. Cristy, insurance manager of 
the Upjohn Co., Kalamazoo, Mich., who in turn will be followed by Mr. 
George K. Barrett, assistant personnel manager, Ohio Oil Co., Find- 
lay, Ohio. 

Our fourth witness covering individual insurance will be Mr. E. J. 
Faulkner, president of the Woodmen Central Life Insurance Co. of 
Lincoln, Nebr. 

Off the record. 

(Discussion off the record.) 

Mr. Heserron. We will hear first this morning from the last wit- 
ness we have scheduled, Mr. Eugene M. Thoré, general counsel of the 
Life Insurance Association of America, who will discuss the subject 
of financial contributions to medical research made by life-insurance 
companies. 


STATEMENT OF EUGENE M. THORE, GENERAL COUNSEL, LIFE 
INSURANCE ASSOCIATION OF AMERICA 


Mr. Tuort. Thank you, Mr. Chairman. 

My name is Eugene M. Thoré. I am the general counsel of the Life 
Insurance Association of America, an association of life-insurance 
companies in the United States and Canada, with its principal office 
in New York City. My appearance was prompted by the interest 
shown by your committee in the life insurance medical research fund. 
I had hoped that we could supply the desired information through 
testimony of the scientific director of the fund, Dr. Francis R. Dieuaide, 
but, unfortunately, Dr. Dieuaide had commitments which prevented 
him from attending these hearings. Under the circumstances, I shall 
endeavor to describe the fund to you. 

The life insurance medical research fund was organized in 1945 by 
a group of United States and Canadian life insurance companies whose 
combined business in the United States exceeds 90 percent of the total 
life insurance in force in this country. Life insurance leaders and out- 
standing doctors throughout the country held a conference in 1944, at 
which time the fund was proposed and its objectives in the field of 
medical research were outlined. The medical men who participated 
in that conference disclosed that medical research was greatly needed 
in the field of heart disease. Research in other diseases, such as cancer 
and polio, was attracting more support than heart research. The fund 
was therefore established to meet the need for research in the heart 
field. Within the last 12 months a review of this policy was made in 
consultation with leading doctors in the medical-research field. The 
original conclusion that research in the field of other diseases was being 
financed ~ a greater extent than research in heart diseases was again 
confirmed. 
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The resources of the fund are derived from annual contributions 
made by company members in a to the volume of their busi- 


ness. There is no capital endowment. 


porting the fund on June 30, 1953, 


\ list of the companies sup- 
is attached hereto. 


I pause to comment and call your attention to the fact that these 
companies are located in pre actically every State in the Union. Also, 


many of them come from Canada. 


(The information is as follows:) 


1952-53 ANNUAL REPORT—MEMBERS OF 


rHe Lire INSURANCE MEDICAL RESEARCH 


FuND 


(As of June 30, 1953, the number was 146) 


ARKANSAS 


National Old Line Insurance Co. 
Union Life Insurance Co. 


CALIFORNIA 


California-Western States Life Insur- 
ance Co, 

Occidental Life Insurance Co., of Cali- 
fornia 

Pacific Mutual Life Insurance Co. 

West Coast Life Insurance Co. 


CANADA 


The Canada Life Assurance Co., Toronto 

Confederation Life Association, Toronto 

The Crown Life Insurance Co., Toronto 

The Dominion Life Assurance Co., 
Waterloo 

The Great-West Life Assurance Co., 
Winnipeg 

The Imperial Life Assurance Co., of 
Canada, Toronto 

The London Life Insurance Co., London 

The Manufacturers Life Insurance Co., 
Toronto 

The Mutual Life Assurance Co., of 
Canada, Waterloo 

North American Life Assurance Co., 
Toronto 

Northern Life Assurance Co., of Canada, 
London 

Sun Life Assurance Co., of Canada, 
Montreal 


CONNECTICUT 


Aetna Life Insurance Co. 

Connecticut General Life Insurance Co. 

The Connecticut Mutual Life Insurance 
Co, 

Phoenix Mutual Life Insurance Co, 

The Travelers Insurance Co. 


DELAWARE 


Continental American Life Insurance 
Co, 


DISTRICT OF COLUMBIA 


Acacia Mutual Life Insurance Co, 
Equitable Life Insurance Co, 


FLORIDA 


Gulf Life Insurance Co. 
Peninsular Life Insurance Co. 


GEORGIA 


Life Insurance Co., of Georgia 


ILLINOIS 


Central Standard Life Insurance Co. 
Federal Life Insurance Co. 

Mutual Trust Life Insurance Co. 
State Farm Life Insurance Co. 
Washington National Insurance Co, 


INDIANA 


American United Life Insurance Co. 

Empire Life & Accident Insurance Co. 

Indianapolis Life Insurance Co. 

The Lincoln National Life Insurance 
Co. 

Peoples Life Insurance Co. 

The State Life Insurance Co, 


IOWA 


Bankers Life Co. 

Central Life Assurance Co. 

Equitable Life Insurance Co., of Iowa 
Iowa Life Insurance Co, 

Lutheran Mutual Life Insurance Co. 
National Life Co. 


KANSAS 


American Home Life Insurance Co, 

The Farmers & Bankers Life Insurance 
Co. 

The Great American Life Insurance Co, 


KENTUCKY 


Kentucky Central Life & Accident In- 
surance Co, 
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LOUISIANA 


Pan-American Life Insurance Co. 


MAINE 


Union Mutual Life Insurance Co, 


MARYLAND 


The Baltimore Life Insurance Co. 
Monumental Life Insurance Co. 
Sun Life Insurance Co., of America 


MASSACHUSETTS 


Berkshire Life Insurance Co, 

Boston Mutual Life Insurance Co. 

The Columbian National Life Insurance 
Co. 

John Hancock Mutual Life Insurance 
Co, 

Massachusetts Mutual Life Insurance 
Co. 

Monarch Life Insurance Co. 

New England Mutual Life Insurance 
Co. 

The Paul Revere Life Insurance Co. 

State Mutual Life Assurance Co. 


MINNESOTA 


The Ministers Life & Casualty Union 
The Minnesota Mutual Life Insurance 
Ce. 
Mutual Service Life Insurance Co. 
North American Life & Casualty Co. 
Northwestern National Life Insurance 
Co. 
MISSOURI 


Business Men’s Assurance Co., of 
America 

General American Life Insurance Co. 

Kansas City Life Insurance Co. 

Missouri Insurance Co. 

Mutual Savings Life Insurance Co. 

The Reliable Life Insurance Co. 


MONTANA 


Western Life Insurance Co. 


NEBRASKA 


Bankers Life Insurance Co., of Nebraska 
Guarantee Mutual Life Co. 

The Midwest Life Insurance Co. 

The Security Mutual Life Insurance Co. 
United Benefit Life Insurance Co. 
Woodmen Central Life Insurance Co. 


NEW HAMPSHIRE 


United Life & Accident Insurance Co. 
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Funp—Continued 


INQUIRY 


NEW JERSEY 


Bankers National Life Insurance Co. 
The Colonial Life Insurance Co. of 
America 
The Mutual Benefit Life Insurance Co. 
The Prudential Insurance Co. of Amer- 
ica 
NEW YORK 


Empire State Mutual Life Insurance Co. 

The Equitable Life Assurance Society 
of the United States 

The Guardian Life Insurance Co. of 
America 

Home Life Insurance Co. 

The Manhattan Life Insurance Co. 

Metropolitan Life Insurance Co. 

The Mutual Life Insurance Co. of New 
York 

New York Life Insurance Co. 

North American Reassurance Co. 

Security Mutual Life Insurance Co. 


NORTH CAROLINA 


Durham Life Insurance Co. 
Jefferson Standard Life Insurance Co. 
Occidental Life Insurance Co. 


NORTH DAKOTA 
Provident Life Insurance Co. 
OHIO 


The Columbus Mutual Life Insurance 
Co. 

Farm Bureau Life Insurance Co. 

The Midland Mutual Life Insurance Co. 

Ohio National Life Insurance Co. 

The Ohio State Life Insurance Co. 

The Union Central Life Insurance Co. 


OKLAHOMA 


Atlas Life Insurance Co. 
Home State Life Insurance Co. 


OREGON 


Standard Insurance Co. 


PENNSYLVANIA 


The Fidelity Mutual Life Insurance Co. 

Home Life Insurance Co. of America 

The Penn Mutual Life Insurance Co. 

Pennsylvania Mutual Life Insurance Co. 

Philadelphia Life Insurance Co. 

Provident Mutual Life Insurance Co. of 
Philadelphia 
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1952-53 ANNUAL REPORT—MEMBERS OF THE LIFE INSURANCE MEDICAL RESEARCH 
Funp—Continued 


RHODE ISLAND 


Puritan Life Insurance Co. of Rhode 
Island 


SOUTH CAROLINA 


Liberty Life Insurance Co. 


SOUTH DAKOTA 


Midland National Life Insurance Co. 


TEN NESSEE 


Interstate Life & Accident Co. 

Life & Casualty Insurance Co. of Ten- 
nessee 

The National Life & Accident Insurance 
Co. 

Provident Life & Accident Insurance Co. 

The Volunteer State Life Insurance Co. 


TEXAS 


American General Life Insurance Co. 
The American Hospital & Life Insur- 
ance Co. 
The American National Insurance Co. 
Great American Reserve Insurance Co. 
Great National Life Insurance Co. 
Great Southern Life Insurance Co. 
Republic National Life Insurance Co. 
Southland Life Insurance Co. 


TExAsS—continued 


Southwestern Life Insurance Co. 

State Reserve Life Insurance Co. 
Universal Life & Accident Insurance Co. 
Western Reserve Life Insurance Co. 


UTAH 
Beneficial Life Insurance Co. 
VERMONT 
National Life Insurance Co. 
VIRGINIA 


The Life Insurance Co. of Virginia 
Shenandoah Life Insurance Co., Inc. 


WASHINGTON 


New World Life Insurance Co. 
Northern Life Insurance Co. 


WISCONSIN 


National Guardian Life Insurane Co. 

The Northwestern Mutual Life Insur- 
ance Co. 

The Old Line Life Insurance Co. of 
America 

Wisconsin National Life Insurance Co. 


Mr. Tort, The eighth annual report of the life insurance medical 
research fund is now in the hands of the printer and when it is avail- 
able we shall see that the staff of your committee receives a copy. This 
report will show that since its inception the fund has contributed 
$5,501,000 to medical research and to research fellowships. During 
the year ending June 30, 1953, the fund supported 88 research projects 
and approved 92 grants for future projects. In addition, it supported 
38 research fellowship grants. Its receipts during this period 
amounted to $856,000 and the disbursements for grants were $792,000. 
Expenses in connection with the fund were $56,500, less than 7 percent 
of receipts. New grants approved during the year amounted to 
$814,000. 

Since the organization of the fund, 1,100 articles have been pub- 
lished describing results of research. Grants have been made to 97 
institutions engaged in medical education in 33 States, the District 
of Columbia, Canade. Puerto Rico, and 4 other countries. 

The outstanding need for control of diseases of the heart and 
arteries is shown by the fact that over 50 percent of all deaths at all 
ages are due to causes in this category. Cardiovascular renal dis- 
eases are now the first cause of death at all ages over 25. These dis- 
eases comprise a wide variety of ailments and may affect any of the 
vital organs, including especially the brain, lungs, and kidneys, as 
well as the heart itself. This is indeed a very wide field of work. 
Since the causes of heart and arterial disease are unknown in most 
cases, research is the only means of obtaining methods of control. 
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The life insurance medical research fund is the largest private fund 
engaged in this type of research. I am informed that results to date 
have been encouraging, but not — uw. The need, however, is 
great. During the year ending June 30, 1953, the fund received 262 
applic ations, and grants were made in the case of 92 of these applica- 
tions. Since its organization in 1945 there has been a gradual increase 
in the size of the fund and the number of companies participating. 
As of June 30, 1953, there were 146 companies participating and their 
contributions show an increase of approximately 5 percent over the 
total for the preceding year. 

The annual report which will be available shortly will show in 
detail the various research projects and will give complete informa- 
tion regarding the fellowships granted to support men and women 
while they are obtaining training and experience in research under 
expert guidance. It also provides a complete financial statement for 
1952- 53. 

Since your committee has shown interest in the life insurance medi- 
cal research fund, I believe that I should also bring to your attention 
the fact that United States life insurance companies s make substantial 
contributions to medical education and research in addition to the 
fund we have been discussing. A survey made by the Life Insurance 
Association of America for the year 1951 showed contributions in that 
year of approximately $6: 50,000 to various other funds engaged in 
medical education and research, including the national fund for med- 
ical education, the American and local cancer societies, national and 
local tuberculosis associations, the National Foundation for Infantile 
Paralysis, and miscellaneous I: gave atories and clinics for research and 
teaching, in the field of heart, cancer, and other major diseases. I 
am told that a number of life insurance companies also liberally sup- 
port medical research and education in their local areas in addition 
to contributing to these national programs. 

(The following report of the board of directors of the life insurance 
medical research fund was submitted by Mr. Thoré:) 


REPORT OF THE BOARD OF DIRECTORS 


Since its establishment in 1945, the life insurance medical research fund has 
been helping to meet the challenge of heart disease—by far the greatest cause of 
death among us today. The fund’s purpose is to aid in the development of the 
means of controlling high blood pressure, hardening of the arteries, coronary 
disease, and other circulatory disorders now so frequently fatal in our society. 

To this end, the fund has encouraged and supported research on cardiovascular 
disease by allocating to it a total of over $5,500,000 in the past 8 years. Over 200 
research programs have thus been aided. Some 240 fellowships have helped young 
students of disease to become qualified research workers in the field. Awards 
have helped research in 97 institutions, including centers widely distributed in the 
United States and Canada and a few abroad. 

Recent research has supplied many promising leads to complex problems of 
heart disease which a short time ago presented such a discouraging prospect 
that investigators shunned them. With the opening of new avenues and the pro- 
vision of needed support, the past few years have witnessed a large increase in 
the number of workers interested in and qualified for research on heart disease. 
A large number of keen, trained workers in the field is the best means of speed- 
ing the attainment of our goal. 

The results of research aided by the fund are described in the scientific director’s 
report. Many helpful contributions to knowledge of arteriosclerosis, hyper- 
tension, and other cardiovasular disorders have been made by investigators work- 
ing with the help of grants. We believe you will find his report well worth read- 
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ing. To date, over 1,100 scientific articles have been published on the basis of 
research aided by the fund. 

It is notable that recent research has provided some findings that might form 
the basis for the development of a method of disease control. Such, for example, 
ure the discoveries that the blood cholesterol level—considered important in 
arteriosclerosis—can be reduced by the administration of hormones and other 
substances. It is also gratifying to note the development of successful surgical 
operations for relief of patients with certain forms of rheumatic heart disease, 
and the use of new and more effective drugs in the management of hypertension, 

The board feels that very satisfactory progress has been made and that mem- 
bers of the fund may take pride in their support of an undertaking of such sig- 
nificance not only for all policyholders, but also for the Nation at large. 

Annual meeting.—The board held its annual meeting on February 19, 1953. The 
advisory council presented its recommendations on 262 applications for financial 
aid in our field—a larger number than ever before considered. Fifty-two grants 
amounting to $664,386 were awarded to institutions for the support of cardio- 
vascular-research programs. Forty fellowships carrying $149,925 were awarded 
to young men and women desirous of research training in this field. ‘These appro- 
priations total $814,311, as compared with the sum of $782,035 for 1952. 

Field of interest—At the request of the board, a conference was held in the 
summer of 1952 to review the policies of the fund. The report of this conference, 
which was attended by distinguished guests as well as present and former mem- 
bers of the advisory council and medical directors’ representatives, was presented 
to the board at its annual meeting. After discussion, the board adopted the 
recommendation of the conference that the fund should continue to devote its 
resources to the support of research on diseases of the heart and blood vessels, 
taking a broad view of the field so named. Both conference and board members 
gave careful thought to the claims of other fields. Indications that the need is 
createst in the cardiovascular field were unanimously felt to be convincing. 

It was also decided on recommendation of the conference that grants for 
building programs, endowments, maintenance, or support of fund-raising cam- 
paigns should be considered outside the scope of the fund. 

Membership and contributions —Karly in 1953, 9 companies joined the fund, 
namely, the American Home Life Insurance Co., Beneficial Life Insurance Co., 
Boston Mutual Life Insurance Co., Dominion Life Assurance Co., Iowa Life 
Insurance Co., Midland National Life Insurance Co., Ministers Life & Casualty 
Union, National Old Line Life Insurance Co., and Wisconsin National Life In- 
surance Co. The board heartily welcomes these new members. 

The number of member companies as of June 30, 1953, is 146, 3 companies 
having withdrawn at the end of 1952. 

Contributions pledged for 1953 total $852,758, an increase of 4.6 percent over 
the sum of $815,222 contributed for 1952. 

Board inembers and officers.—Mr. Claris Adams retired trom the board at the 
end of his term of service on Deeember 31, 1952. His services to the fund are 
much appreciated. 

The 1952 elections provided an increase in board membership from 9 to 12, in 
accordance with previous board action as permitted by the constitution. The 
following were elected by member companies to serve on the board for terms 
beginning January 1, 1953: 

Term of 3 years: E. C. Gill, president, The Canada Life Assurance Co.; M. 
Albert Linton, chairman of the board, Provident Mutual Life Insurance Co. 
of Philadelphia; Carrol M, Shanks, president, Prudential Insurance Co. of 
America; James Ralph Wood, president, Southwestern Life Insurance Co, 

Term of 2 years: Cecil Woods, president, Volunteer State Life Insurance Co. 

Term of 1 year: Leroy A. Lincoln, chairman of the board, Metropolitan Life 
Insurance Co. 

At its annual meeting, the board reelected the following officers to serve for 
a further term of 1 year: M. Albert Linton, chairman; Leroy A. Lincoln, vice 
chairman; Leigh Cruess, secretary; and Morgan B. Brainard, Jr., treasurer. 
Messrs. Linton, Lincoln, Shanks, Smith, and Wilde were appointed to serve 
as the executive committee for 1953-54. 

Advisory council—At the end of their terms of office on December 31, 1953, 
Drs. Alfred Blalock, William S. Middleton, and Maxwell M. Wintrobe will retire 
from membership in the council. The board is deeply grateful for their in- 
valuable aid in the fund’s work. 
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Dr. Robert F. Pitts, professor of physiology, Cornell University Medical College, 
Dr. Dickinson W. Richards, Jr., Lambert professor of medicine, Columbia Uni- 
versity College of Physicians and Surgeons, and Dr. Roy H. Turner, professor of 
medicine, Tulane University School of Medicine, were appointed to serve as mem- 
bers of the council from January 1, 1954, to June 30, 1957. 

Medical directors’ repreesntatives.—Medical directors’ representatives have 
given essential assistance to the board, the advisory council, and the scientific 
director. The services of Dr. Karl W. Anderson, whose term expired December 
31, 1952, were greatly appreciated. To succeed Dr. Anderson, the medical sec- 
tion, American Life Convention, appointed Dr. B. F. Byrd, medical director of the 
National Life & Accident Co., who will serve from January 1, 1953,:to December 
31, 1956. 

Financial statement.—The accompanying table shows essential figures to the 
nearest dollar. Payments on grants and fellowships include only minor sums 
for awards made by the board in 1953. Payments on these awards, which are 
almost wholly due after June 30, 1953, as well as payments still due on previous 
years’ awards are provided for in the reserve fund. This fund consists solely of 
amounts thus obligated for future payment on grants and fellowships. The 
greater part of the balance of the reserve fund is payable in 1953-54 (approxi- 
mately $825,000). 

It is not the policy of the board to accumulate an unappropriated reserve. 

Administrative expenses for 1952-53 amounted to less than 7 percent of contri- 
butions received. The active fund includes the sum earmarked for administrative 
expenses in 1953-54 and a balance available for future appropriation. 


July 1, 1952, to June 30, 1953 


Contributions received from members....................____----- $855, 928 
Appropriations for grants and fellowships____..__.....__------_-___ 792, 057 
Payments on grants and fellowships___._..._......--.--.--._-_-._-... 716, 407 
Reserve fund, June 30, 1953 (obligated for future payments on 

I a a te al Mlle 1, 112, 557 
I I inhi ha is tp Rhee hind deme seribinie 56, 494 
Active fund, June 30, 1953 (available for future use) _.__.-_-___-_-_-___-__ 82, 796 


The treasurer’s report gives further financial details on pages 67 to 79. The 
treasurer’s accounts for 1952-53 were audited by Messrs. Lybrand, Ross Bros. & 
Montgomery, whose statement will be found on page 80. 

New office quarters.—During 1952-53, the board arranged for the removal of 
the fund's office to the 9th floor of a new building at 345 East 46th Street, New 
York City. The new quarters, which are in the Mid-Town area, will be much 
more convenient for the fund’s work. They were occupied on August 1, 1953. 

M. ALBert LINTON, Chairman. 


Mr. Heseiton. Does that complete your statement? 

Mr. Tors. Yes, sir. 

Mr. Heserron. Are there any questions, gentlemen ? 

The committee has been furnished a tabulation which I understand 
covers the period from 1944 through 1952. There appears to be quite 
a heavy investment in research in a number of instances and rela- 
tively speaking a much more modest investment in the case of certain 
diseases. I assume the companies probably have those facts in mind 
in terms of planning their own programs. 

Mr. Tuoré. At the outset the companies decided to concentrate on 
heart disease. 

Mr. Hesetron. Yes. 

Mr. THort. They did that on the recommendation of medical 
authorities who felt that heart disease was receiving smaller financial 
support than the support being given to some of the other research 
projects in the field of cancer, polio, and the other major diseases. 

Mr. Hesevron. Is there a fairly regular review of the situation ? 

Mr. Tuoré. Yes. In fact, a review was made within the last 12 
months. That, again, confirmed the need for research grants in the 
heart-disease area. 
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Mr. Hesevron. I assume that you probably are familiar with the 
Federal tax laws. It has occurred to me it might be important to 
establish whatever the facts may be in these hearings as to what the 
situation is with reference to contributions by life-insurance com- 
panies or any other commercial enterprise for the purpose of reseach 
such as this foundation engages in. 

Mr. THoré. The present law taxing life-insurance companies does 
not provide a deduction for contributions of this character. If such 
deductions were provided I assume it would stimulate activity in this 
area. 

Mr. Heserron. That was going to be my next question. Is that 
situation true, so far as you know, with respect to other commercial 
enterprises ¢ 

Mr. Tuoré. I think the situation is different in the case of the 
other commercial enterprises, 1 think they generally get the 
deduction. 

Mr. Hesevron. In your opinon there is no reason why there should 
be any different treatment, in order to gain the objective ¢ 

Mr. Tuort. The tax formula for the taxation of life-insurance 
companies is rather unique. There are so many factors involved in 
arriving at a sound formula that Congress has not adopted a perma- 
nent law. Since 1949 legislation has been enacted on a temporary 
basis every year. It would take a great deal of study to determine how 
any new formula should operate and whether deductions for contribu 
tions to medical research should be granted. But in general I would 
say that if such deductions were granted they would naturally stimu- 
late grants. 

Mr. Hesevron. I wonder if, in connection with your appearance 
before the prospective hearing of the Ways and Means Committee, the 
life-insurance companies have any plan for presenting what program 
they might have in mind in order to accomplish that. 

Mr. THort, We are now studying the problem and we presently 
have recommended a formula which does not include a_ special 
deduction for this type of grant. 

Mr. Hesevron. It does not ¢ 

Mr. Tore. It does not. 

Mr. Hesevron. Would it be possible to develop that before next 
year ¢ 

Mr. Tors. It is something we ought to consider. 

Mr. Hesevron. If that does develop, may I suggest that you not 
only inform the Ways and Means Committee but also inform this 
committee, because I am sure in connection with the overall problem 
we are studying we might be interested in discussing the matter with 
members of the Ways and Means Committee. 

Are there any further questions? If not, thank you very much. 

Mr. Tuorr. While I am before you may I take this opportunity to 
deliver to the members of this committee sitting here today a copy 
of the Fact Book on Life Insurance. 

Mr. Heserron. Yes. 

Mr. THore. Which is very complete. On occasions you might want 
to find out more about us. I hope you can find anything you want in 
this booklet. 

Mr. Hesevron. I might add something to what you say on that. I 
do not know how many copies you have left with the committee, but 
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let me say for the benefit of the students who are here that this, of 
course, is during the congressional recess. It is certainly impossible 
for a committee as large as this to have all members attend these hear- 
ings. However, the proceedings are all printed and each member of 
the committee will receive a copy of the hearings. If each member 
could have a copy of this type of book, then when we get into execu- 
tive sessions this year they will be fully familiar with everything that 
has happened during the hearing. 

Mr. Tuore. We will see that that is done. 

Mr. Hese.ton. Thank you very much. 

Our next witness is Mr. Frazier Wilson. 

Mr. Wilson, will you come forward, please. 

Mr. Reporter, in connection with the testimony of the witnesses 
there are biographical statements I will submit to you. I wish you 
would put them in at the beginning of each witness’ testimony. 

(The biography of Mr. Wilson is as follows :) 


BroGRAPHY OF FRAZIER 8. WILSON 


Frazier 8. Wilson, manager of insurance for United Air Lines, is not only a 
19-year veteran of the insurance business but a 10-year veteran of the airline 


industry. 
Born in Oak Park, Ill, he graduated from the University of Illinois. He has 


been associated with London and Lancashire Indemnity Co., Chicago; William 
M. House Agency of John Hancock, and John Hancock Life Insurance Co., 
Miami Beach. He is a past president of the Miami Association of Life Under- 
writers and past chairman of the Air Transport Association Insurance Commit- 
tee. He currently is a director of Midwest Insurance Buyers Association and 
National Insurance Buyers Association and second-term vice chairman of the 
IATA Insurance Committee. Also, he is a member of the Insurance planning 
council of the American Management Association. 

He joined United Air Lines in 1943. 

Mr. Hesetton. Will you please introduce yourself and give some 
biographical information, Mr. Wilson, and please do not be too modest. 
These hearings have been most interesting. The people who have 
come here have been very capable people. I know that you qualify 
in this field and I would like to be sure the record is complete. 


STATEMENT OF FRAZIER $8. WILSON, INSURANCE MANAGER, 
UNITED AIR LINES 


Mr. Wrrson. Mr. Heselton and members of the Committee on Inter- 
state and Foreign Commerce, my name is Frazier S. Wilson. I am 
insurance manager of United Air Lines. I have held this position 
for 10 years. Prior to that time I was in the insurance business in 
various capacities, including being assistant manager of one of John 
Hancock’s large agencies. I had my own agencies. I was in claims 
work. 

I am currently a member of the AMA, or American Management 
Association, insurance planning council; and am a director of both 
the Midwest Insurance Buyers’ Association and the National Insur- 
ance Buyers’ Association. 

So that you may have a better conception of the type of group which 
my discussion represents, may I sketch for you its historical back- 
ground. 

United Air Lines came into existence through its predecessor com- 
panies 27 years ago, and first assumed its present corporate name in 
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1931, about 23 years ago. Mr. William A. Patterson was elected 
president in 1934, and under his direction United grew to its present 
position of industry leadership. Its transcontinental routes connect 
important east coast cities situated between Boston and Washington, 
D. C., with those west coast cities located between San Diego and 
Vancouver. Then we fly on to Hawaii. It employs in excess of 
15,000 people in 79 cities. Its fleet value exceeds $100 million, and 
other shat) properties are worth more than $40 million. 

As an indication of United’s management interest in employee bene- 
fit plans, it is interesting to observe that United was the first airline 
to make a retirement income plan available to its employees and is 
the only airline which provides free life insurance for every employee. 
This was first offered in 1932. It has consistently improved its group 
acident-sickness coverage since it was first made available some 19 
years ago in 1934. 

United’s total employee-benefit annual cost now exceeds $5 million, 
of which it contributes about $3 million. United’s benefit plan in- 
cludes: First, a retirement annuity; second, a generous salary con- 
tinuance during sick leave; third, life-insurance benefits during active 
employment and following retirement; fourth, aceident-sickness bene- 
fits during active employment and following retirement; and then, 
of course, fifth, statutory workmen’s compensation benefits. 

This committee’s current interest, however, is centered in health in- 
surance, so I will limit my discussion to United’s group accident and 
sickness plan. 

Chairman Wolverton through his invitation informed me you par- 
ticularly are interested in the extent of our coverage. Also, from our 
experience, how we think volutary protection can be improved and 
broadened. He then asked that I touch upon catastrophe medical and 
hospital insurance, as well as the nature of any arrangements we have 
with physicians and hospitals. 

With your permission I would like to discuss these points under the 
following general headings: 

1. A description of our benefits and their historical development. 

2. How we determine employee needs and decide upon benefits to 
be offered. 

3. Significant problems which have arisen under our plans and how 
we solved them. 

4, Thinking which we are doing about the future of our plans. 

5. Comments on the social significance of our plans and their bear- 
ing on employee morale. 

Approximately 15 years ago United’s full basic accident-sickness 
lan came into being. It provided, first, loss-of-time benefits up to 
40 per week payable for 26 weeks; second, death and dismemberment 

benefits up to $4,000—and there has been no subsequent change in either 
of these two coverages—and, third, hospital, room and board, hospital 
fees, and surgical benefits both for employees and dependents. These 
limits have been increased as illustrated in the following charts. 

The upper half of the chart represents employee benefits, and the 
lower ha f. of the chart represents dependency benefits. 

The top line shows hospital room and board benefits. Now, you will 
notice that in 1943 these were, as they say in the television commercials, 
a low, low $4. These were increased in 1944 to $6, then to $7, then to 








1262 HEALTH INQUIRY 


$8, until we finally have our present liberal scale of $12. This repre- 
sents a 200 perce cent increase in 9 years. 

These figures that are underlined in red represent claim bonuses. In 
other words, our cases had good experience and we were able to broaden 
our plan without additional cost to the employee. 

Hospit: al fees are represented on the next line. In 1943 they were 
$20. They gradually increased over the years until in 1950 we installed 
yur present. limit of $120. That represents a 500 percent increase in 
) years. 

In 1943 our surgical ae pr was $150 maximum. That was in- 
creased over the years until in 1951 we increased it to our present 
limit of $245. That representa a 63 percent increase in benefits. 

I erhaps more important, in our surgical scale of $150 we paid $75 
for an appendectomy operation. Now it is important that the whole 
schedule was “beefed up” from within. Under the $245 schedule we 
pay $175 for an appendectomy, and that represents something like a 

133 percent increase. Even though the maximum was inc reased, cer- 
tain limits within the schedule were also increased to be more realistic. 

On the dependency scale we had an initial benefit of $3 back in 1948 
for hospit: 5 room and board. I do not think today you could put a 
dog in a hospital for $3. Naturally, we know that it is inadequate, 
and this was gradually increased to our present $12 in 1951. That 
represents a 300 percent increase in the room-and-board benefits. 

Then we had $15 for hospital fees. This was gradually increased to 
$120, which is also the employee scale. We now have the dependents 
on that. That is a 700 percent increase. 

The $75 surgical limit in 1943, as an example, paid $37.50 for an 
appendectomy. ‘Today it pays $175 under the $245 maximum. 

In addition to this increase in these benefit limits, we also have pro- 
vided other liberalizations as their need has arisen. 

This chart I hope is not confusing to you. I told you I was going 
to talk about accident and sickness benefits, but this 1s a chart which 
I use in discussing our plan with our employees in talks throughout our 
system. 

Perhaps your only interest is in the cooperative group life insurance 
plan, and that is what the co-op. stands for. We have two large plans. 
One is a company group life plan which is a company pay-all plan 
so that everybody has some insurance in United Airlines. Then they 
may subscribe for additional insurance benefits under the cooperative 
life program. 

We do have total and permanent disability benefits under the life- 
insurance section. That will pay $18 per thousand per month until 
the face value of the policy is exhausted. 

Let us say that the mechanic, who is the average employee with 
United, has $10,000 of life insurance. If he becomes permanently and 
totally disabled at the end of a 6-month period he will then receive 
$180 a month until the face value of $10,000 is exhausted. 

Let me get back to ~ accident-sickness side of my chart. The first 
line is M. D. About 7 years ago coverage was liberalized to provide 
accident care in a doc tor's office. As you know, ace ording to their very 
definition, accidents are not planned. Because of this control factor 
we may pay X-ray fees and such diagnostic charges which otherwise 
qualify only if the claimant is hospitalized for 18 ‘hours or more. 
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Next is children under 22. When our company was young our 
people were young and their children were young. Consequently, we 
were taking care of the young children of our young parents by cover- 
ing them up to the age 18. As our company grew older and the 
employees’ age level rose, we now are covering them to the age of 22. 
If loss experience permits we will liberalize the age limit to cover 
them through college. 

Originally, we covered children only after they were 90 days old, 
but cases developed where we were unable to offer the employees re- 
lief for the expense of an incubator baby. Now we have liberalized 
the plan to cover children over 14 days of age, and so have relieved 
the parents of incubator babies of these crippling hospital expenses. 
We feel that to cover them prior to 14 days of age would be to en- 
courage hospitals and doctors to submit bills for the care of normal 
infants. 

Next is cosmetic surgery. Originally, this was excluded under the 
coverage. Peculiarly, there was considerable employee demand for 
the liberalization of this. The claim cost has been small, but the 
reward has been high in the psychological as well as the physiological 
relief given to those needing such surgery. 

May we skip the emergency advance and I will come back to it. 

Next is polio coverage. Polio, as we all know, has been on the 
increase. The average accident and sickness plan provides little or 
no relief for the expense of registered nurses around the clock, medical 
care rather than surgical care, and expensive laboratory and drug 
fees. As a trial balloon, we first offered a $500 policy coverage, but 
quickly found this limit inadequate. The limit was increased to $2,000; 
and this, with the care offered by the National Foundation, is adequate 
reimbursement for all but about 5 percent of our cases. 

Next is the catastrophe medical plan. Perhaps the finest innova- 
tion introduced in group insurance in many years is the catastrophe 
medical plan. United was among the very first to offer this splendid 
coverage to its employees. I will explain our catastrophe coverage 
later in this discussion. 

Then there is the $200 emergency advance. Employee reaction over 
the years indicated that perhaps the greatest objection to the insurance 
company accident and sickness plan was that unlike Blue Cross it 
did not provide for hospital admission without a dollar deposit. Five 
years ago we authorized our supervisors to issue to any employee an 
emergency advance not to exceed $200. In order to qualify, the em- 
ployee simply informs his supervisor he is insured, that he or his 
dependents are to be hospitalized, and he needs an amount up to 
$200. 

We also have entered United under the Standard hospital admis- 
sions plan, but, in addition, have guaranteed to the hospitals any 
United employee’s bill up to $100. We only ask the hospital to 
verify the patient’s employment with us at the first opportunity 
afforded during our regular office hours. 

The reasons for the popularity of these arrangements with both 
the hospital and our employees are readily understandable. In addi- 
tion to these arrangements with hospitals, we recognize an employee’s 
assignment of his hospital benefits to the hospital. 

We seldom have any direct contact with surgeons, but we will pro- 
tect their bill if they make a written request endorsed by the em- 
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ployee. We do encourage our employees to discuss the surgeon's 
charges with him prior to the operation. Many times the surgeon 
will agree to accept the fee set forth in our schedule or perform the 
operation for a reasonable amount over the scheduled fee. In estab- 
lishing this schedule the Connecticut General Life Insurance Co. made 
a study of fees charged by surgeons in representative cities through- 
out our system. This was then checked carefully by United’s medical 
director. Under current conditions, I do not believe our surgical 
schedule should be increased unless it incorporates a corider deductible 
and then a coinsurance feature in the excess amounts. In my opinion, 
such safety valves are necessary if we are to keep surgical charges 
from floating upward as fee schedule limits are increased. tai 

First of all, our plan will pay $245 for a hysterectomy, which is 
the maximum. Let us assume that the man is in a wage bracket and 
lives in a town where the doctor is charging $645, as an example. 
Under this new plan that I have in mind, which I think will be a 
reality about the first of the year, we will pay our basic benefit of 
$245. Then we will say: “Allright. You pay the next $100. Then 
we will split the balance with you at the rate of 75 cents, which we will 
pay, and 25 cents, which you will pay.” 

So it would end up that if this man had a $645 surgeon’s bill for a 
hysterectomy for his wife we would pay $470 and the employee would 
pay $175. We have taken the sting of the expense out. A man in 
that bracket can afford $175. 

Last is our group continuance insurance or postretirement insur- 
ance. Most corporations, of necessity, have avoided continuing group 
surance following retirement because of excessive costs. The cost 
is excessive, of course, because any after-retirement benefit always 
becomes a claim. We know that a person dies or that an older man 
usually becomes ill before he dies, so we do know it is going to become 
a claim. 

We in United spent approximately 5 years working with the Con- 
necticut General Life Insurance Co. endeavoring to find a solution 
to this particular problem. The plan we mutually developed as a 
solution has been in effect only since 1951. We consequently have had 
insuflicient experience to reach a worthwhile conclusion as to whether 
or not it adequately will fulfill our employees’ desire for life and 
accident-sickness insurance following retirement. We do know it is 
a wholesome, forward step in meeting this need. 

The plan provides that employees subscribing for our cooperative 
group life insurance, which is, as I said, an employee pay-all plan, 
will be given a paid-up life-insurance policy at retirement. The 
amount they receive is related directly both to the number of years 
they have been subscribers and the amount of group life insurance 
to which they are entitled according to their salary classification. 
The career employee may expect a paid-up life-insurance policy of 
from approximately $2,000 to $4,000 at normal retirement date. ~ 

Now, effective January 1, 1954, the plan will be liberalized so that 
if an employee so desires he may use 50 percent of the face value of this 
paid-up life insurance policy to pay hospital bills, hospital fees and 
surgical bills for either himself or his wife following his retirement. 
The face value of his paid-up insurance is reduced by the amount of 
such withdrawal. For example, if he has a $2,000 paid-up policy he 
may on request say: “I would like to withdraw, after I submit my 
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bills, up to $1,000 of that amount.” We think it is wise. That hospi- 
talization may continue his life longer. Perhaps his wife is dead and 
will not need the insurance. We then give him the choice, again mak- 
ing it voluntary, and we think it is a wise and good forward step. 

It is important to emphasize that such insurance may be made avail- 
able to the career employee at a cost which is not burdensome and 
through an insuror which is sympathetic and responsive to this dra- 
matic but as yet generally unsatisfied employee need. 

I would like to point out, however, that careful consideration must 
be given to integrating continuance insurance into either the life or 
the accident and sickness plan. No benefit or promise of benefit has 
merit if it must be abandoned after an employee has been educated to 
believe that it is a permanent part of his estate. If improperly 
planned, excessive cost may force abandonment of such insurance. 
Also, I should like to emphasize that continuing life or accident and 
sickness benefits after retirement may present tax problems which 
should be studied carefully. 

In this first part of my discussion I have endeavored to trace the 
historical development of United’s group accident-sickness plan, and 
now I will discuss some of the factors which entered into our deter- 
mination of those needs and the benefits to be offered. 

The methods we have developed to determine the accident-sickness 
benefits we should offer our employees are important, but even more 
important is the fact we first segregate the employees’ demands from 
his real or imaginary needs in the group accident-sickness field. 

I would like to repeat that statement. The methods we have devel- 
oped to determine the accident-sickness benefits we should offer our 
employees are important, but even more important is the fact we first 
segregate the employee’s demands from his real or imaginary needs 
in the group accident-sickness field. 

Perhaps one of the best examples of what I term an employee de- 
mand is his request that we pay miscellaneous doctors’ bills, which 
are incurred regularly year in and year out. I speak of those bills 
for the treatment of measles, mumps, chickenpox, and the group of 
similar illnesses for which the employee may expect bills as regularly 
as he would bills for his gas and electricity. I have found employees 
very patient and understanding when it is pointed out they may budget 
for these expenses just as they do for other household expenses, and 
that certainly they would not wish to increase their bills by the over- 
head which an insurance company must charge for exchanging checks 
for these small and regularly incurred items. 

Also, I would place outpatient care for the hypochondriac, who is 
found in all organizations, in the category of a demand benefit. Cer- 
tainly we cannot cater to this employee, who simply loves to have the 
doctor fuss over him, and who has an E. K. G., basal metabolism and 
similar tests made at regular but unnecessarily frequent intervals. 

Further, I believe that excessive maternity benefits are a form of 
demand benefits. The normal delivery and confinement is not an 
expensive ordeal, as the employee’s financial burden is lessened by our 
maternity benefit flat payment of $100. That is a similar payment 
to that which is made by Blue Cross and in most plans. 

Further, as the expense of a normal birth may be precontrolled, 
through selection of how expensive a doctor you want, or discussing 
the fee with the doctor, certainly the employee has ample opportunity 
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to budget for the difference during the 7 or 8 months preceding 
delivery. The much more costly Caesarian section, extra-uterine 
pregnancy and miscarriage are covered by our regular hospital and 
surgical benefits. 

I define demand benefits as insured expenses for which an employee 
thinks he would like to be reimbursed but for which he would not wish 
to pay the premium because he may budget for them as for any other 
regular and modest household expense. 

In contrast to employee benefit demands we have employee benefit 
needs and here we must consider what we may do to protect the 
employee and his family against heavy expense during his active 
employment. It is essential that he be offered his protection if he 
is to be a good employee, for he cannot be a good employee if he is 
worried about how to pay heavy medical, hospital, and surgical bills. 
Further I do not believe he can be a good employee or a good citizen 
if he is not happy at home and certainly if he is worried about heavy 
medical indebtedness, he is more inclined to be irritable with his wife 
and children. 

After establishing that there is a basic difference between employee 
demands and needs we then follow definite procedures to determine 
and satisfy employee needs. These are: (1) Field research; (2) 
employee-attitude surveys; (3) self-administration of claims; and 
(4) insurance-company surveys. 

1. Field research: During this past year insurance division person- 
nel addressed approximately 125 employee and supervisors’ meetings. 
The purpose of these meetings is to stimulate better employee under- 
standing and appreciation of our fine plans. They are held in 
locations employing as few as 3 people and as many as 4,500. Question 
and answer periods developed employee reactions. These are carefully 
recorded and when a pattern confirms that a problem exists that 
problem receives serious study. 

2. Employee-attitude surveys: An employee-attitude survey cover- 
ing our 15,000 employees was conducted for United by a great univer- 
sity. Included in it were questions carefully framed to disclose 
employee reaction to our benefit plans. These reactions verified the 
findings developed through field research. 

3. Self-administration of claims: In fact, self-administration of 
everything in connection with group insurance. All group accident- 
sickness claims are paid by the insurance division at our Chicago 
location. Our practice is to pen a personal note to all claimants 
expressing our interest in their particular trouble. This encourages 
them to express their appreciation or dissatisfaction with our plan or 
service. Again this reaction is recorded carefully and compared with 
the pattern developed by field research and the employee-attitude 
survey. 

4. Insurance-company surveys: The surveys made for us by our 
insuror are very important. We have, for example, just received an 
analysis of some 3,000 claims filed in 1952. This disclosed that our 
current scale of benefits is paying 89 percent of the total hospital fees 
submitted and that of 95 percent of the claims submitted, better than 
80 percent of the charges were reimbursed ; also, the same approximate 
percentages are true for hospital room and board charges which have 
been submitted to us. Contrarywise, we found that our surgical scale 
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was not meeting this same standard. Consequently, we are looking 
at a little different approach to it, and I explained that to you. 

In summary, we determine employee needs through field research, 
professionally conducted employee attitude surveys, analysis of claim- 
ants’ reactions, and insurance company surveys. We decided upon the 
benefits to be offered our employes by selecting employee benefit needs 
rather than employee benefit demands, subject always to the ability of 
the employee and the corporation to pay their cost. Probably the most 
significant problem ialened by our studies was our employees’ need 
for relief from catastrophic financial expense arising out of prolonged 
illness. 

Our first venture into this new field was our offering of polio benefits. 
We found that daily hospital room and board charges for polio pa- 
tients started at $18 per day, our limit is $12. Our fee schedule of $120 
maximum is insufficient even to come close to paying for physio- 
therapy, an iron lung, wonder drugs, et cetera. As in most basic acci- 
dent-sickness insurance, special nursing is not covered, and our surgical 
benefits do not include medical care which is so important and expen- 
sive for the polio victim. Our current polio coverage is paid in addi- 
tion to our basic accident-sickness benefits, and so an additional $2,000 
is available to relieve the employee of this expense for himself and 
each member of his family. 

Some years before catastrophe insurance was marketed our studies 
of employee acceptance of the polio coverage revealed the need for 
similar insurance to cover other prolonged and expensive illnesses. 
In cooperation with our insurors we developed our present plan which 
satisfactorily has served our employee needs. The problem which it 
solves is best explained by this chart of how it functions: 


Catastrophe coverage—TB 
Employee only 


Medical, surgical, fees, room and board, 24 months, at $300___ . $7, 200 
Accident and sickness plan pays: 

Room and board, 70 at $12; 120 at $6______ iii Tas a eS 

a i cuadiiaieiandenieneaall " reas 245 

INN teres se ottreracccmcatbecsid Seatac ana ae eas 120 

eta i joss cut edt elias. Je waslesscs Sth ts 5 1, 925 

Employee pays 5 percent of $4,200_____- siceaanell cancion contacted 210 


Deductions — oa ed ees ; cd 2, 135 


Baieeoe ae WOR cic ic 2.se Gilbane eahisus pw edensitalsans 
75 percent paid by catastrophe coverage_—- 





Remainder paid by employee___- 


Weekly indemnity, 26 times $40... 1 080 
a i I I NF aaa 226 
Plus 5 percent__ a aaa ia ae al tie Bin ms 210 
Umployee’s total cost__._....._-------- Md SSG 2t Ju LUGS 3 436 
Phlom/petGiis cus clinsees De uieoilismw less Osh ste oS ciesetcs — 674 


I went to our medical director and asked him what it would cost for 
a TB patient for medical, surgical, hospital fees, and room and board 
charges. He informed me that it would take the man about 24 months 
to recover and it would cost him about $300 a month, or a total of 
$7,200. 
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First of all, our basic plan comes into play. Under the accident and 
sickness plan we will pay room and board for 70 days at $12 per day 
plus 120 days at $6 per day or a total of $1,560. ' ; 

In this case let us assume that will use up our surgical maximum of 
$245. Certainly we will use up our hospital fees total of $120, so 
under this plan we will pay him a total of $1,925. 

Our corider deductible is 5 percent of the employee’s annual salary, 
I have taken $4,200 as the annual salary of the average employee, so 
we will take 5 percent of $4,200 as a corider deductible, so he pays the 
next $210. If we add the $1,925 to the $210 corider deductible, we 
have deductions of $2,135, leaving a balance of $5,065. 

We now come to the coinsurance features. We pay 75 percent of 
this $5,065 or $3,799, leaving a balance of $1,266 to be paid by the 
employee. But let us remember this, we also pay him $40 a week for 
26 weeks for loss-of-time benefits. I am going to deduct this from the 
remainder to be paid by the employee. In this expense of $7,200, it 
ends up the employee paying the difference of $226 plus the corider 
deductible of $210, or a total of $436 and our plan will pay him $6,764. 

The wonderful thing is we have an employee who is rehabilitated. 
He comes back and produces and is a happy citizen. You may ask, 
Have we ever done that? Not in TB, but I came back in the oflice the 
other day and found a note from one of the claim bureaus covering 
a polio claim in Seattle. In this case we had paid full benefits, polio 
coverage, catastrophe coverage, and so forth, amounting to some- 
thing like $9,500. She added the interesting note, “Do you realize it 
will take this man 97 years to pay this back in premiums?” 

We subscribe to that school of underwriters who believe that catas- 
trophe coverage operates most effectively when superimposed upon a 
basic accident and sickness plan. Further, that both the corider de- 
ductible and the coinsurance features are essential to sound under- 
writing. These controls do not impose an insurmountable financial 
burden upon the employee. Furthermore, it makes it possible for the 
underwriter to calculate the exposure unburdened by the unknown 
risk of too much medical care, too long hospitalization, too many won- 
der drugs, so long as insurance pays for it. Our experience to date 
indicates this is not “executive” insurance but that it is just as sorely 
needed by the average worker and further that it is practical to offer 
it to him. 

Thus far I have covered the first three phases of this discussion. 
Our benefits and their historical development were described. I ex- 
plained how we determined employee “needs” through field research, 
employee attitude surveys, payment of our own group insurance 
claims and insurance company surveys. I have just reviewed our polio 
and catastrophe coverages which solved the most significant problem 
uncovered by our research. 

With your permission I would like to combine the last two phases 
of this discussion which are: 

1. The thinking we are doing about the future of our plans and 

2. My comments on the social significance of our plans and its bear- 
ing on our employee morale. 

One involves the other, for the thinking we are doing about our plans 
involves their social significance and also employee morale. As you 
know, our accident and sickness plan is but one phase of our employee- 
benefit program. The importance of this program to United is em- 
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phasized by the fact that its annual cost is equivalent to the value of 
our entire fleet as little as 10 years ago. Its effect on employee morale 
is proven to me daily through the wonderful letters which we reveive 
from those who have been rescued from financial hardship through 
receipt of its benefits. I also like to feel the favorable effect on em- 
ployee morale is illustrated by the fact that in 10 short years—not 
60—that now as many as 95 employees out of 100 voluntarily subscribe 
for our benefit plan. From such personal experience I know that our 
people appreciate the opportunity which has been given to them to 
select their own doctors and hospitals with the knowledge that good 
care is possible without financially crippling their future. 

What is the social significance of our plans? I, too, wish I might 
look into the future to determine what type of man security breeds. 
Perhaps security stifles initiative and yet I know the security we have 
offered our employees has freed their minds of unwholesome fear and 
so likewise freed them for more constructive efforts. It is impractical 
to believe that the employee of a generation ago was a more productive 
worker because he was bankrupt by his son’s TB; that he was a more 
effective producer because, though perhaps worn out at 65, he still 
had to earn his bread; that he was more creative because he knew 
his family would suffer if he became too ill to work or died. It is 
practical to believe, however, that our employees are better workers 
and citizens because an enlightened management has volunteered to 
assist them in insuring a secure future. 

In conclusion, may I express my appreciation of the constructive 
thinking which the private insurers of this country have concentrated 
on improving group health and accident insurance. I have found 
them to be most understanding of our problems and fair in assessing 
costs. I do not believe that any other system of underwriting these 
group plans could have developed the splendid type of benefits which 
so well serve our employee-benefit needs. 

I thank you gentlemen for your invitation to appear before your 
committee. I have enjoyed my 2 days before you and appreciate your 
interest in how the insurance industry is serving my fellow employees. 

The Cuarrman. Any questions, gentlemen? Mr. Carlyle? — 

Mr. Cartyie. Mr. Wilson, you have certainly given us a very fine 
statement. ‘ 

Mr. Wutson. Thank you, sir. 

Mr. Cartyte. That is all. 

The Cuarmman. Mr. Heselton? 

Mr. Hesertron. I want to commend you and United for the mag- 
nificent pioneering work you have done, and I hope that this testimony 
you have given us may spread throughout the country and be helpful 
to other companies in developing a plan as magnificent as the one 
you have outlined this morning. I would like to ask you a few 
questions. 

I assume, in addition to insurance, your employees have an oppor- 
tunity to acquire retirement benefits ¢ 

Mr. Wiuzson. That is true. 

Mr. Heserron. And also that they are under social security? 

Mr. Wizson. That is true. 

Mr. Hesetron. So that, in addition to what you have outlined, they 


would also have unemployment benefits and at a certain age retire- 
ment benefits? 
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Mr. Wiurson. An employee has two benefits I did not cover. One 
is the State of Illinois unemployment benefit to which he is entitled. 
He also earns sick leave, which is his full salary, whether it is an occu- 
pational or nonoccupational illness. He earns that at the rate of 
1 day for each month of employment up to a maximum of 60 working 
days. Thus, a man with us 5 years has 3 months’ full wages during 
any sickness. We also pay him the $40 a week, if that is the class he 
is in, under the accident and sickness plan, and he will also get his sick- 
ness benefit but not his unemployment benefit in addition to it. 

Mr. Hesevron. You stated that United is the only airline which 
provides free life insurance for every employee. Do you know if 
that is true as to other airlines? 

Mr. Wuson. Yes; and I will make a confession. When I came to 
United we had only one plan and that was the free life insurance, 
With Mr. Patterson’s approval we added the cooperative plan. My 
idea was to commingle the two. Mr. Patterson said, “No; I want to 
be sure that every employee has life insurance.” We have 2 plans; 
1 in which the company pays the full insurance, and under the co- 
operative insurance plan the employee may voluntarily elect to take 
care of that, so that we always know that every employee has insur- 
ance. Wealso insure every employee’s wife or husband in the amount 
of $1,000. 

Mr. Heseiron. Then you stated that the $40-a-week benefit was for 
26 weeks. Yesterday we had some testimony from some of the com- 
panies that they were working on extending that period. I think one 
indicated a full year. Is that matter being explored currently as to 
whether it can be extended ¢ 

Mr. Wirtson. We have under the life insurance this total perma- 
nent disability benefit so that at the end of 26 weeks it will come in 
effect in life insurance and the average man would receive $180 a 
month until he accumulates $10,000. 

Mr. Hesevron. I was interested to note that you were able to bring 
the dependents up to the same scale as employees in 1950. Do you 
know of any other plan in operation anywhere that has been able to 
bring the dependents under the same schedule ? 

Mr. Wiison. Yes. I think that is the way it is being done more 
frequently now. 

Mr. Hesevron. Under accident care you stated that because of the 
control factor you may pay X-ray fees and other diagnostic charges. 
I was interested in the word “may.” 

Mr. Wirson. It is intelligent to pay it because of the control factor, 
but if 1 am a hypochondriac and just want to have an X-ray taken 
without any real need for it, we cannot pay that type of fee and stay 
solvent. 

Mr. Heseuron. In connection with your discussion of polio benefits, 
I ask you this question in view of previous testimony that has come in 
emphasizing the need for rehabilitation as well as control, and it is 
simply because I did not hear you make any reference to it. Are 
there any benefits in your plan which take into consideration 
rehabilitation ¢ 

Mr. Witson. We take care of physiotherapy and even a practical 
nurse in the home. ‘The only device we have turned down has been a 
special automobile, and I think you will agree that is going a little too 
far. 
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Mr. Hesevron. Finally, you made reference to the fact that the 
annual cost of United’s program in this field is equivalent to the value 
of its entire fleet as little as 10 years ago. Could you indicate what. 
your annual cost is? 

Mr. Witson. Our annual cost for all our employee benefits is $5 
million and United contributes approximately $3 million of that 
amount. 

Mr. Hesevron. Thank you very much. 

Mr. Wrison. Thank you. 

The Cratrman. Are there any other questions, gentlemen ? 

Mr. WitiiaMs., I have only one question. Incidentally, I did not 
get to hear all of your testimony, which I regret, because I understand 
it was very good. I am sure your company has a retirement plan 
under which the employees contribute so much and I presume the 
company contributes so much, so that an employee would have an 
income after he reached a certain age and after a certain length of 
service, that is, as distinguished from insurance. That also, I pre- 
sume, is a voluntary participation on the part of employees? 

Mr. Wuson. That is correct. 

Mr. Wiiuams. You also, on the other hand, have this health 
program ? 

Mr. Wiison. Yes, sir. 

Mr. Wiis. I think you mentioned that had at the present time 
95-percent participation ? 

Mr. Wirson. Yes. 

Mr. Wiiu1ams. In order to draw some comparison, What is the 
percentage of participation in your retirement program ¢ 

Mr. Wuson. It was 87 percent as of January 1953. 

Mr. Wiiuiams. That is all. 

Mr. Hesevron. Could I ask one more question ¢ 

The CuairMan, Yes. 

Mr. Hesevron. Is all of your company’s insurance written by 
Connecticut General ? 

Mr. Wirson. Connecticut General is on all of our life insurance. 
Our accident-sickness insurance is split between Connecticut Genera] 
and John Hancock. 

The Cuairman. Mr. Wilson, I regret I did not hear the first part 
of the testimony, but in view of the fact that you have filed a state- 
ment I have been able to familiarize myself to some extent with what 
you testified to before I came to the meeting. ‘This series of hearings 
we have had in the last 3 weeks leading up to this phase of our hear- 
ings, namely, the burden that is on the average family in the event of 
illness, has, in my opinion, been highlighted by your presence here 
describing to us the plan that has been developed by United Air Lines. 
It would seem to me that these hearings we have held have been most 
worthwhile, if for no other reason than to make us aware of the 
interest that is being taken by your company in this important matte ? 
Do you know of any other airline companies that have similar plans? 

Mr. Witson. Yes. All of our m: jor airlines will have plans similar 
to ours. There will be a variation in benefits. Things like our emer- 
gency advance, the polio coverage, cosmetic surgery, you may find 
these differences. I think we have liberalized our plan beyond theirs. 
But you will find the basic benefits are pretty much the same with all 











HEALTH INQUIRY 


airlines. I do not mean to hold up that United is the only one in the 
field that has held out these benefits. I think Mr. Patterson, because 
of his love for his people, has had a Ceeper interest in the plan. 

The Cuamman. How long has the plan been in operation ¢ 

Mr. Wison. The accident-sickness cover age was made available 
in 1934. The company life insurance for every employee was first 
offered in 1932 

The CuamMan. The fact it was instituted some 19 years ago is an 
indication to me of the forward and progressive \ viewpoint that your 
company has taken, not only in this but in other matters, but in ‘this 
very important matter of relationship between man: igement and men. 
I think that your company is to be highly commended, as it has — 
a pioneer in this particular phase of relationship. May I ask if it wa 
instituted by the company as a result of bargaining between the 
company and a labor union ¢ 

Mr. Wirson. No, sir; it wasnot. There has never been any approach 
made to us by any labor union. My office is open; they come in and 
we are glad to diseuss the problems. If I have something new in the 

lan, I like to tell them about it. It is a very friendly relationship, 
Dut we have never been approached by a labor union regarding 
our plan. 

The Cuarrman. That in itself is highly commendable from the 
standpoint of your company, in that it visualized the importance of 
this to your employees without what might be called compulsion as 
a result of agreement arrived at. It seems to me it speaks very highly 
of your company and its management to have made this available to 
your employees without that urge. 

I cannot tell you how much we appreciate your presence and the 
help you have given to this committee by revealing to it this plan 
which you have in operation and which seems to be working so satis- 
factorily. Health is one of the things this committee has to do with. 
We are all aware of the tremendous burden placed on families where 
there are long continued illnesses. We are aware of the fact that the 
poor are t taken care of because they are poor; the wealthy, on the other 
hand, are taken care of because they have the necessary funds to get 
the medical attention needed; but the vast number of people between 
those two look with a great deal of concern and fear to the possibility 
of a long illness, especially. We are looking forward, as a result of 
these studies, to the hope that we can stimulate interest such as your 
company has shown to make certain that those people have these 
benefits. We are greatly indebted to you and appreciate your having 
come and given us the benefit of your experience, and I want you to 
know that these different statements and booklets that you have left 
with us that go into detail in the matter will be made a part of our 
record in connection with your testimony. 

Mr. Witson. Thank you, sir. 

(The following booklet was submitted for the record :) 
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Your INsuRANCE AS AN EMPLOYEE OF UNItrep Atk LiNes, INc. 


(Underwritten by Connecticut General Life Insurance Co.. Hartford, Conn 
January 1, 1953, edition) 


Unirep Arm LINEs, 


Chicago, ill 
To United Air Lines Employees: 


Over the years, your company has developed a comprehensive program of 
insurance for you and your family Each of you should be acquainted with the 
benefits offered. 

Group life insurance is provided for each employee without cost. Cooperative 
group life and group accident-sickness insurance are made available at costs 
far below those charged for individual policies. Each type of insurance is 
described in detail on the following pages of this booklet 

It is to be hoped that you and members of your family will acquaint your 
selves with this program and will make the best use of it for your protection 
and peace of mind. 


W. A. Patrerson, President. 


COMPANY GROUP LIFE INSURANCE PLAN 


On the day you start to work your life is insured under the company group 
life insurance plan. United furnishes this insurance during the time you are 
actively employed and pays the entire cost. 

There are no aviation or other restrictions in the policy. 

The dependent named by you as beneficiary will be paid the death benefit 
shown in the schedule on the back cover.. Twenty percent of the total will be 
paid immedintels and the balance, plus interest, in 11 equal monthly installments, 

The plan also provides that in the event you become totally and permanently 
disabled, the insurance will be paid to you in monthly installments. Total 
disability must start prior to age 60 and continue for at least 6 months. 

Also, you now are enrolled for additional life insurance and accident-sickness 
insurance for which you are eligible on the first day of your active employment. 

No deductions for these plans will be made until after the first full calendar 
month of your employment. However, if you have a claim (other than ma- 
ternity) during this free insurance period, you will be paid the benefits provided. 

We have arranged your enrollment in this manner, because we sincerely feel 
that when, in the quiet of your home, you consider the liberal benefits, the rea 
sonable cost, and the comforting protection provided you and your family, you 
will continue as another enthusiastic member of your company’s voluntary in 
surance plans, If, however, you decide not to continue either or both the 
cooperative group life insurance or group accident-sickness plans, you must so 
notify United’s Insurance Division, Chicago, Ill., in writing. Your request will 
be respected, and United will continue, at its expense, the company group life 
ins’ rance described in the preceding paragraphs. 

The following pages tell of the generous benefits of the accident-sickness 
and cooperative group life insurance plan. 


COOPERATIVE GROUP LIFE INSURANCE PLAN 


Pecause of popular demand, United makes available additional group life 
insurance, including total and permanent disability benefits identical to the 
insurance furnished by the company. 

In addition, if you are married, your wife’s life also is insured for $1,000 at 
no extra cost to you. All male employees may participate. 

There are no aviation or other restrictions in the policy. 

Monthly premiums are 60 cents per $1,000 for ground and 80 cents per $1,000 
for flight employees. These costs are unusually low for full coverage life 
insurance. The premiums are deducted from your paycheck once each month. 

To determine the amount of insurance for which you are eligible prior to 
etirement refer to the schedule on the back cover 

Including continuance of life insurance, cost-free, following retirement ; 
In addition, a portion of your life insurance will qualify for continuance after 
you retire. These continuance benefits will begin for flying personnel at the 
age of 60 and for all others at the age of 65. 
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Amount of insurance continued during retirement. After your cooperative 
group life policy has been in force 5 years, each $1,000 will entitle you to the 
following insurance without cost during your retirement. 


Number of years insurance Amount 
n force at retirement date continued 
for each 

$1,000 carried 


Flight Ground to normal 
personnel personnel retirement 
40) 45 $450 
35 40) 351 
30 35 270 
25 0 204 
20 25 150 
15 20 107 
10 15 75 
5 10 50 


Note.— From complete table which pro- 
vides appropriate amounts in accordance 
with the number of years your insurance is 
in force 


Following salary increases which place you in a higher insurance class, you 
will become eligible for additional amounts of insurance (see back cover). After 
being in force for 5 years, these additional units of insurance provide additional 
amounts of insurance in accordance with the table above. 

For example, a ground employee who becomes insured for $3,000 upon entering 
the plan at age 20 will become eligible at age 25 for $1,350 of continued insurance 
at retirement (3 times $450 equals $1,350). Assume that at ages 35 and 40 his 
insurance is increased to $4,000 and $5,000, respectively, because of salary in- 
creases. At age 40 he will be entitled to an additional $204 and at age 45 to 
an additional $150 of insurance after retirement as a result of the two $1,000 
life-insurance increases. This makes a total of $1,704 of life insurance which 
will be continued at retirement for the employee in this example. 

Premiums which you pay after the first 5 years will be returned to you if the 
plan is discontinued for any reason. The amounts to be returned wil! be $0.20 
a month for flying personnel—$0.15 for all others—for each $1,000 of insurance. 
This group continuance plan first became effective for those currently subscribing 
on January 1, 1951. 

When you retire, your contributions for life insurance will cease. 

Group accident-sickness plan provides— 

1. Benefits for loss of your time from work. 

2. Hospital benefits for you and your family. 

Surgical benefits for you an! your family. 


4. Benefits in case of your accidental death or dismemberment, 
5. Catastrophe coverage for you. 
6. Polio benefits for you and your family. 


Realizing the need for an adequate program to meet the unexpected costs of 
your illness and nonoccupational accidents, United makes available this compre- 
hensive group accident-sickness plan. More than 9 out of 10 United employees 
participate because of the plan’s outstanding advantages. This great enrollment 
gives you more generous benefits at a cost far lower than available to you 
individually. 

You automatically are enrolled for all of these benefits (please see p. 3), but 
the deductions shown in the schedule on the back cover will not be mae until 
after the first full calendar month of your employment. However, if you have 
a claim (other than maternity) during this free insurance period, you will be 
paid the benefits provided. 

Each of your six major benefits are outlined in the following pages. 


DAILY HOSPITAL BRENEFITS FOR YOU AND YOUR FAMILY 


For each day of hospital confinement up to 70 days, you will be reimbursed up 
to $12 for bed and board; also, reimbursement for each family member is $12 
per day. Benefits will be payable from the first day of hospital confinement. 

In addition, you and each family member will be reimbursed up to $6 for each 
day of confinement beyond the period covered by the basic plan. You may receive 
this benefit for an additional 120 days. 
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AND HOSPITAL FEES, TOO 


You and each family member also will be reimbursed up to $120 for 

(a) Hosptal charges for necessary services and supplies, including anesthetic, 
X-ray, medicines, transfusions, ambulance and laboratory fees, when hospital 
confinement exists for at least 18 hours, and/or 

(b) Hospital charges for necessary services and supplies, including anesthetic, 
X-ray, medicines, transfusions, ambulance and laboratory fees when these charges 
are incurred in connection with surgical schedule operations or accident treat 
ment, even though confinement exists for less than 18 hours, and/or 

(c) X-ray, ambulance, and anesthetic charges, incurred in a visit to a doctor’s 
office in connection with surgical schedule operations or accident treatment, 


SURGICAL BENEFITS FOR YOU AND YOUR FAMILY 


Your group accident-sickness insurance also covers reimbursement for the costs 
of surgery for you and members of your family. In the back pages of this booklet 
you will find a list of operations and the maximum reimbursement for each sur 
geon’s fee. Surgical benefits will be paid regardless of where the operation is 
performed. 

Maternity allowance for family members 

After you have carried family coverage for 9 months, you will be paid $100 

for childbirth not involving: (a) Caesarean section, (0) extra-uterine pregnancy 


or (¢c) miscarriage. Under (a), (b), and (c) the regular hospital and scheduled 
surgical benefits will apply. 


BENEFITS FOR LOSS OF YOUR TIME FROM WORK 


If you are disabled by a nonoccupational accident, you will be paid for every 
day you are disabled. 

If you are disabled by sickness, you will be paid for every day of disability after 
the seventh day. 

These payments will continue during total disability for a maximum of 26 
consecutive weeks. 

You can determine how much you will receive by referring to the schedule on 
the back cover, in the column headed ‘‘Weekly Loss of Time Benefits,” 


BENEFITS FOR YOUR ACCIDENTAL DEATH OR DISMEMBERMENT 


In case you should be involved in an accident, while not working, you or the 
dependent you name as beneficiary will be paid death and dismemberment bene- 
fits up to the maximum amount listed in the schedule on the back cover. 

You will receive the entire amount if the accident causes the loss of both 
hands, both feet, the sight of both eyes, or any combination of two of these 
members. The accidental loss of 1 hand, 1 foot, or the sight of 1 eye will pay 
you one-half the maximum amount. 

Maximum accidental death benefits, of course, are payable to your beneficiary 
in addition to the full limit provided by both your company and cooperative 
group life insurance. 

Nonoccupational aviation accidents also are covered. 


$5,000 CATASTROPHE COVERAGI 


When your illness or accident causes extra heavy expenses (for employees only) 

A prolonged period of disability resulting from an exceptionally serious illness 
or injury can be so costly that, even with substantial insurance benefits, an in- 
dividual is called upon to make heavy out-of-pocket expenditures for hospital, 
surgical, and medical expenses. To help relieve you of such a financial hardship 
the following plan applies. (This benefit does not apply to your family members. ) 

When you are disabled and have incurred hospital, surgical, and medical ex 
penses exceeding 5 percent of your basic annual salary,’ plus the hospital and 
surgical benefits paid under your regular group accident-sickness insurance bene- 
iits, the plan wiil pay 75 percent of ail turther expenses up to a Wasimum of 





21f, in calculating 5 percent of your basic annual salary the result does not amount to at 
least $200, the figure $200 will be used If the resuit amounts to more than $600, the 
figure $600 will be used. 
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$5,000 for any one illness or accident. In addition, weekly indemnity benefits also 
will be paid. 
Polio coverage—for you and your family 

teimbursement up to $2,000 will be allowed, in addition to regular accident- 
sickness benefits for the cost of medical treatment including physiotherapy, spe- 
cial nursing fees and appliances obtained on recommendation of a physician. If 
you (but not your family member) incur further expenses for polio, you will be 
reimbursed in accordance with the catastrophe coverage described above. 


GENERAL PROVISIONS 


Because space in this nontechnical booklet does not permit a full description of 
your policies we urge you to read them carefully upon issuance. 

No statement of heaith will be required from you or your family unless you 
reapply after canceling your insurance, or apply for dependency benefits more 
than 31 days after marriage. 

Benefits or reimbursements will not be paid in connection with disability or 
hospital confinement existing at the time the insurance becomes effective, or for 
confinement, disability or operations resulting from occupational accident or 
sickness covered by workmen's compensation. 

Doctor’s fees and special nurses’ fees (other than those covered by the surgical 
schedule, polio and catastrophe benefits) and dentists’ fees are not covered. 

Women employees may not make claim for any benefits due to pregnancy, 
childbirth, or miscarriage. This is not to be confused with family benefits. Your 
wife is covered for childbirth, pregnancy, and miscarriage provided you have 
carried family coverage for 9 months. 

The maximum reimbursement for all operations during one disability is $245. 

Any employee who has reached his 65th birthday shall not be entitled to more 
than 26 weeks’ indemnity for sickness during any period of 12 consecutive months, 
nor for catastrophe benefits. 

The group accident-sickness plan on any employee shall in no event continue 
beyond the month of his 70th birthday. 

The amount of an employee’s life insurance will not be reduced due to a re- 
duction in salary or change in position. 

Your dependency insurance plan includes hospital and surgical expense bene- 
fits for your family. Family members are your wife and any unmarried children 
over 14 days and under 22 years of age. 


Accident-sickness surgical schedule 


Marimum 
Description of operation payment 
Abdomen: 
Cutting into abdomen cavity for diagnosis or treatment of organs 
therein (unless otherwise specified in this schedule) _.._.___--_---__ $245 
Tee TT ee areata 175 
Abscesses, benign tumors, and cysts: 
Requiring hospital residence, one or more____..--_----_------___-__ 35 
Not requiring hospital residence, one or more_____-------._---_-_-__ 14 
Amputations: 
a i atte ee a ci een sa scseetkieupdaheusteos acai 140 
RN ican ile sate | cman cra cmlct hp IER ER TT Se 105 
I enlace alniaw hehe hired a A aloes 70 
I a 14 
Appendix removal (see appendectomy, under abdomen). 
slood transfusion : Recipient, each tranfusion (not more than 7)__.______ 35 
Bone: Removal of diseased portion of bone___..-_..--___-_-_-__________ 70 
Breast: 
cca 140 
aie Ip RAR el tae a Tne ell Spe Cat hte Tle 35 
Cancer (see malignant tumors, under tumors). 
Chest : 
Thoracoplasty, or removal of portion of lung_______--_--._-.._--___ 245 
Other cutting into chest cavity for diagnostic or treatment (tapping 
eneepees) «seis eh de ee bt ds 70 
Artnaal phemmothorex, induction of. .22 5 oS 42 


Artificial pneumothorax, each refill (not, more than 12)__-___________ 
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Accident-sickness surgical schedule—Continued 
; . Marimum 
: Description of operation payment 
; Cysts (see under abscesses, benign tumors, and cysts). 
; Dislocation, reduction of— 
Hip or knee joint (patella excepted) sail ae ial Peet ue asic ds $70 
Shoulder, elbow, or ankle joint.__-~_-- ile alata titties LT 49 
Lever jaw, collar Bene; OF -WiiShacncecie tin nenceenees ll... 21 
If operation, maximum is two times the amount indicated. 
Bar, nose, or throat: 
Mastoidectomy dinctpntohincsaretindpustia ac selsesatiliiiniaiieiiesin ARTE A taadious 140 
< Tonsillectomy : 
Removal of tonsils or tonsils and adenoids: 
Employee or wife_.....-..--.._---~~ hits a i a, eee 56 
CN cpeteteternseserntmsternmaitntamnntninntet tae E eS LAS |, tibet ak, 35 
Sinus operation by cutting (puncturing antrum excepted) -—~......-~- 70 
' Submucous resection of nasal septum_.....-----..-.---.--..----~--- 70 
Brenchosopy OF CWOPDAQISCOP Facer delhi eens 49 
RS I ea a ee ebb httielsbas 49 
Other cutting operatiotiviida 223 Jie th i ta ileteiainbau 14 
Excision (see under joints). 
Bye: 
Any cutting operation through cornea or sclera_._..----__---------- 140 
PROMOTE. OF. CUO II ic eiccscetreertinicicn el pba il Sahil hs iti becmee 105 
Cutting. operation 00 676. MUsClOB..ni tai ei heeds dtien idle 70 
Fracture, treatment of— 
0 Ee re a a a ee a ee iam 140 
Leg, Upper. arm, oF. pOIVIGie sei ee a eddie 105 
Forearm, lower jaw, kneecap, or vertebrae____._-__-__________._._. 70 
COREE BOR: OE BI Ra ttn ce een nindewencinnn 49 
Hand, foot, upper jaw, bones of face, or coceyX_.-----_-------------- 35 
TRUM TORE. CRI ig csccasterenintnniicinisteininartcnanttcl ttle ct taille th abedine ad eh abcess 2 
Fineet or toes, cach...c......0cs Slee ee 14 
If compound fracture, maximum is 1% times amount indicated. If 
ope m operation (including bone grafting or bone spicing), maximum 
is 2 times amount indicated, but not exceeding $245. 
Genito-urinary tract: 
IE SI TIN oi ietrtccnensstemsensicitnirnticitetnlanscaliabiiiatamascl wiieneeninnitchaad hls ahetlibecal tb 245 
Cutting into kidney, ureter, bladder, or urethra by open operation____- 140 
Endoscopic proc edure I aaiciosinsebiansicancedlld aecsenpeidibinidconsanieniemcnesngeemminasiilenaiiadiei eae 70 
Prostate removal: 
Complete prostateqtomi soi. o0 ces hs i eS ed 245 
ee NF scenic eccteccl ing tee putamen eaningettannioaninttpenieelldciglla tore awh 105 
ORCEIGRGERIDY, OF COIGIG TOOT ct cn cece den esndmtrreniess be 70 
, Ty ey UO ns ce rt kin a atsnnessweteniigadlsepenicwneasiemite 35 
Circumcision (payable only on employee and dependent children. over 14 
GE. paliitinitins canicdechwadiiin abana Dash eenererdaiaciads nadia 28 
Complete removal of uterus, tubes, and ovarics................ siitelecit anil siti “aa 
Other operations on uterus and its appendages: 
, We tak DUGORIEIES DITOR a ip ecnie eceedioerencenmmiimeiin sitnidisiltciaen 140 
Wrest GROIN) BIR ON Cis kien cetn cen cnned se soit: 70 
Cauterization or conization of cervi............................... 35 
Dilatation and curettage (nonpuerperal)—~-._-_---___-______- aes 35 
Goiter (thyroid gland removal) : 
Complete thyroidectomy____--_----- alicia ici a tached 245 
Partial tiyroidectomy«-....26.0<.......s.... nmtenatbcatiedoe “= 105 
Hernia (cutting operation) : 
a aaa a he deen hates acted Sadism enablllegiaiakeins 105 
More than one___-----~-_-_-- sian iii ita acedhiaii dssiccsbocailppsatieaiinaet Sam 140 
Joint (anthroplasty, fixation, disarticulation, or excision 
j Hip, shoulder joint, or spine____-_------___ sii ahi iakeoaaii silliest ee 245 
q PINS NING a ns cap actpnrenesidsk oinpesninntap lap aie ain eriaiimcsiagpein fennniinan tin aitibinns kaneis mee 
t Elbow, wrist, or ankle joint-_____.---_~_- isp sage elhincnicantpgaligceikelils tee 105 
: Tuvision: into (tapping excepted)... ..<..445066.--...4 2-5. 35 
Removal of semilunar cartilage (knee joint) .....-_--__- sic ate a 105 
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{ccident-sickness surgical schedule—Continued 


Mazrimum 
Description of operation payment 


Ligaments and tendons: 


Cutting operation wr cobiaits _.. $35 
Suturing of tendons: 
Single : as ateleel Mol aes ih ns eae af 3D 
Multiple ___ di sis diss Vee tht die. <fgcanene 56 
Mastoid, removal of (see under ear, nose, or throat). 
enna nee = IN nn ren ncn eminent height aa: “Ab 
Paracentesis (tapping) ics tasnineares eaten ns sieenon sisieisianipaesninashincer wh smeeiaeteattats 14 


Pilonidal sinus or cyst: Cutting operation_________~_~~- pmeteeblienes 70 
Rectum : 
Cutting operation or aeeeeeee treatment for radical curt of hemor- 


rhoids (complete procedure ) —- of emedeaw 70 
Cutting operation acalanaimaad rectum or fistula i in ano spittle <4 70 
Cutting operation for fissure or thrombosed hemorrhoids_--_--- sabe 14 
Other cutting operations Se eer: ssndouw 35 

Skin and other tissues: 
Debridement of burns, requiring hospital residence : 
Third degree mn : smash ‘ eae BD 
Second degree bs 21 
Removal of subcutaneous foreign bodies, one or more: 
Requiring hospital residence lam ile ppielik the 35 
Not requiring hospital residence____________~~ aa inbiantesside 21 
Suturing of lacertions maiadel 14 
Skull: 
Cutting into cranial cavity (drill taps excepted )_—---_--~- 3 i 245 
Drill taps ntti. _ eae oa sb diy 35 
Spine: 
Operation with removal of portion of vertebra____-_~- ihiieliea ge 245 
Removal of part or all of coccyx = " “i 70 


Tumors (removal of, by cutting operation) : 
Malignant tumors (except those of face, lip, or skin) dadpeookk 175 


Malignant tumors of face, lip, or skin_ bbb chil dcchel ese el ; iO 
Benign tumors (see under abscesses, ete. ). 
Varicose veins: Cutting operation or injection treatment (complete proce- 
dure on all veins). i iis eonmlandel Se sus 70 


Obstetrical (available for dependents only). 
Delivery venice 5 () 


Caesarean section, including delivery nebnaitiod..6 nit 200 
Abdominal operation for extra-uterine pregnancy a, sale 175 
Miscarriage nee ues wu ten tie... 35 


1 Included under the $100 lump sum paid for dependent’s maternity confinement. 


Norr.—Payment for operations not listed will be determined by the insurance company 
and will be in amounts consistent with those listed above. 
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Emercency ($200) ADVANCE 


You may request an emergency advance up to $200 for the expenses of an 
anticipated hospitalization. This advance will be deducted from your claim 
payments and, of course, any overpayment must be refunded. 

An employee whose wife expects a child may complete a claim form and re- 
quest his advance as much as 60 days prior to the expected date of confinement. 

Your supervisor, personnel or insurance division will give you further details. 


The Cuarrman. The next witness is Mr. James C. Cristy. 


BroGRAPHY or J. C. Cristy 


J. C. Cristy is the insurance manager for the Upjohn Co. of Kalamazoo, Mich. 

He graduated from the University of Michigan in 1934 with a bachelor of 
arts degree. From 1934 to 1944 he was a home-office representative for Aetna 
Life Insurance Co, handling group insurance and pensions. In 1945 he joined 
the Upjohn Co., personnel division, to handle administration of pensions and 
employee insurance plans. He became insurance manager in 1949. In this posi- 
tiou he is responsible for the administration of the corporation’s general in- 
surance as well as the group insurance and retirement annuity programs. At 
present he is a member of the Insurance Division Planning Council of the Amer- 
ican Management Association. 


STATEMENT OF JAMES C. CRISTY, INSURANCE MANAGER, 
UPJOHN CO., KALAMAZOO, MICH. 


The Cuarman. Mr. Cristy, will you state your position and such 
background and experience as would be helpful to the committee in 
evaluating your testimony. 

Mr. Cristy. My name is James Cristy. I am insurance manager 
for the Upjohn Co. I have been insurance manager for about 4 
years and have been with the Upjohn Co. for about 9 years. Prior 
to having the office of insurance manager I had responsibility for 
the administration of employee benefit pl: uns in our personnel division. 
Prior to that time I spent 10 years as an employee of the Aetna Life 
Insurance Co. in the group and pension division. 

The Upjohn Co. has been manufacturing pharmaceuticals at Kala- 
mazoo, Mich., for 67 years. The corporation employs 4,200 persons 
about two-thirds of whom are at Kalamazoo, where all manufacturing, 
research, and administrative activities are carried on. The other third 
of our employees are concentrated at 13 distribution points in various 
parts of the country, but we have some employees in every State. 

Kalamazoo is a small town of less than 75,000 population. There are 
a number of small industries in the community, most of which are 
paper mills and metal fabricators. No one company employs more 
than 3,000 people in Kalamazoo, and Upjohn is 1 of the 3 largest em- 
ployers of labor. The labor force of the community is stable and 
thrifty and there is a considerable population of Dutch extraction. 
There has been comparatively little labor strife. Upjohn has the repu- 
tation of being a good place to work, and we have succeeded in attract- 
ing and keeping a very good class of employees. 

In 1915 our company began the insurance program which now pro- 
vides financial assistance for employees and dependents for sickness 
and accident, retirement, and death. This program started with group 
life insurance. Hospitalization was added in January 1941, retire- 
ment annuity in December 1941, surgical in January 1945, and in 
January 1951 we adopted the comprehensive program of illness and 
injury expense insurance which we now have. The entire program 
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has been installed unilaterally by theemployer. All revisions in exist- 
ing plans have been made on management’s initiative. 

Much thought and careful planning have gone into our health-insur- 
ance phen Our aim has been to make available to our employees 
a high-grade coverage which would give them real assistance in meet- 
ing the costs of illness, The plan we now have is the outgrowth of a 
10-year period of trying out various insurance plans and adapting 
them to meet the needs of our own group. It is most significant to us 
that if the voluntary plan of our choice proves to be unsuited to our 
needs, we have the freedom to change it. 

At one time we thought Blue Cross had the best available hospitali- 
zation coverage, and we bought from them. Later when the market 
changed and it appeared that insurance companies offered equivalent 
benefits on a uniform national basis, that suited us better and we 
switched to an insurance company. 

Before buying surgical-expense insurance, we surveyed our em- 
ployees to find out what their actual expenses had been for various 
kinds of operations. Then we bought a plan which we thought would 
cover half to two-thirds of the surgical expense incurred by our own 
people. We watched our experience carefully, and compared surgical 
fees with benefit payments. When experience showed our surgical 
fee schedule was inadequate in certain spots, we got the insurance 
company to increase those benefits. 

Our present plan is a good one. It is giving our employees a real 
help to meet their expenses. But we are continuing to study it, and 
if experience shows weak spots, our management will be prompt. to 
consider corrective measures, 

Our health-insurance program applies alike to employees and their 
dependents. Members contribute a nominal amount, about 10 percent 
of the cost. Over 99 percent of the eligible employees are members 
and they have a a voluntarily. Retired employees and their 
dependents are insured at company expense. The plan reimburses the 
employee for the expenses of hospitalization, surgery, doctors’ calls 
in the hospital, and diagnostic X-rays and laboratory examinations. 

The hospitalization plan covers the full cost of hospital care up to 
120 days for each period of disability when the employee or Saban dent 
uses semiprivate or ward accommodations. When private accommo- 
dations are used the plan covers all of the cost except the difference 
between the regular semiprivate rate and the private-room charge. 
All types of disabilities are covered except those provided for by work- 
men’s compensation, The only limitations are that confinement must 
be recommended and approved by a doctor, and the insurance does 
not apply to confinement in facilities owned or operated by the United 
States Government or elsewhere at Federal Government expense. 
This plan is carried with an insurance company. 

The surgical plan reimburses the employee for the amount charged 
by the surgeon for the operation and for postoperative medical ex- 
pense up to a maximum stipulated in a schedule of surgical operations 
and benefits. The benefits payable for individual operations range 
up to $240. Subject to the maximum for each operation, total bene- 
fits for all operations during any one period of disability may go as 
high as $480. During the first year benefits under the plan totaled 
76 percent of the surgical fees charged. The plan excludes operations 
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covered by workmen’s compensation and most dental surgery. Hospi- 
tal confinement is not required. 

A third part of the health-insurance program pays a benefit for the 
cost of doctors’ calls in the hospital when the employee or his depend- 
ent is confined for nonsurgical treatment. The benefit equals the fees 
charged by the physician up to a maximum amount equivalent to $4 
times the number of days of hospital confinement, but not more than 
120 days during any one period of disability. This 120-day maximum, 
you will note, is the same as for the hospital insurance. This again 
is insurance for disabilities not already covered by workmen’s compen- 
sation. Benefits are not payable for treatment outside a hospital, 
treatments caused by or resulting from pregnancy, dental work or 
treatment, or eye examinations or the fitting of glasses. X-rays, drugs, 
dressings, and medicine are also excluded, but these are covered in 
full by the hospitalization insurance. 

The insurance program further reimburses employees for the ex- 
pense of laboratory and X-ray examinations received by the employee 
or his dependent and made or recommended by a physician in connec- 
tion with the diagnosis of illness or injuries not covered by workmen’s 
compensation. Reimbursement equals the fees actually charged up to 
a maximum of $50 for all examinations in connection with any one 
accident, and $50 in connection with all illnesses in any 6 consecutive 
months. Coverage is limited to examinations made when the individ- 

ual is not confined to a hospital. Examinations in connection with 
pregnancy are excluded, and dental X-ray examinations are covered 
only when made as a result of accidental bodily injury. 

That summarizes the insured part of our program. 

For many years it has been our policy to provide income to employees 
during periods of personal illness. The rate of pay and the duration 
of the ] pay are based upon length of service, attendance record, quality 
of performance, and dependency status. 

Employees with less than 1 year’s service who are ill are paid a mini- 
mum of 1 day’s base pay for each month of service. Employees with 
1 year or more of service who are il] are paid a minimum of 3 weeks’ 
base pay during each calendar year. You will note these are minimum 
provisions. Sick pay is often continued for much longer periods to 
employees with long service, and good performance and attendance 
records. I will give a few examples ‘of this later on. Our sick-pay plan 
is not insured, because it goes beyond what insurance companies can 
offer our employees in disability-insurance policies. 

We do not carry catastrophe or major medical-expense insurance. 
Preliminary consideration is being given to this subject, but our pres- 
ent plan is generous enough so that the need has not seemed urgent. 

The insurance program just described has been in effect 234 years. 
During that time the average number of insured employees has been 
about 4,000. Of this group, about 2.700 employees have had insurance 
with respect to their dependents. Eligible dependents of an employee 
include his wife and their unmarried children. Each child is covered 
from birth until the end of the year in which he reaches 19, or until 

rior marriage. We estimate that the average insured family unit 
includes employee, wife, and 2 children. 

We have no agreements with any doctors or hospitals with respect 
to the charges they make for their services. As far as we can learn, 
there have been no serious abuses resulting from the liberality of our 
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insurance program. In many eases local doctors have voluntarily 
adjusted their surgical fees to the amounts allowed in our benefit 
schedule. Generally these were downward adjustments of fees, but 
in a few instances we think physicians have charged more than usual 
for services, knowing our employees could collect in full from their 
insurance. As long as surgeons voluntarily reduce some of their 
charges we are not critical if they increase other fees to the insurance 
allowance. 

Since the plan started there have been 8,425 claims, resulting in a 
total of $814,000 in benefits. This averages about $74 a vear per insured 
employee. Benefit payments have ranged from as little as $2 for diag- 
nostic laboratory tests to $6,100 for a succession of major illnesses suf- 
fered during the first 2 years of his life by the son of one of our re- 
search scientists. 

In designing our insurance program we have recognized that it is 
important from the standpoint of employee relations to pay benefits 
for many expenses which are really not very burdensome. But our 
basic objective is to assist employees to meet those expenses which can- 
not ordinarily be met out of current income. 

During the period of 234 years 389 employees have each received 
more than $500 in benefits, 93 have received over $1,000 each, and 5 
have received more than $3,000. While this is not catastrophe medical 
insurance, the plan is eeeeeinty covering some major medical expense. 

We have some information about the adequacy of the program. For 
ex cample, I mentioned that during the first year the surgical plan cov- 
ered 76 percent of the fees ch: irged. At that time hospitalization- 
insurance payments were over 95 percent of total charges. Three of 
the hospital confinements in this period lasted more than 120 days, but 
the main reason benefits were less than charges is that a number of 
employees occupied private rooms and were reimbursed at semiprivate 
rates. 

Unfortunately, our rec -ords fail to show all the expenses of major ill- 
ness. However, examination of some of the largest claims will give 
you a more specific idea of the adequacy of our plan to solve the eco- 
nomic Aa es of major illness. 

Case 1: A senior clerk, male, age 47, who had been with our company 
for 22 years, underwent major abdominal surgery and was hospit: al- 
ized for 102 days. Total known medical and hospital expenses were 
$3,584; total insurance benefits were $3,438. The employee’s salary 
was $440 per month and under our sick-pay plan this salary was con- 
tinued for 15 weeks until the employee died. The total sick pay 
amounted to ore and the combined total insurance benefits and sick 
pay was $4.9 

Case 2: A ei k clerk, male, age 52, who had been with our company 
for 26 years, underwent major ‘abdominal surgery and was hospital- 
ized for 143 days. Total known medical and hospit al expenses were 
$4,382; total insurance benefits were $3,391. The employee’s salary 
of $76 per week was continued in full throughout the disability, which 
lasted nearly 40 weeks. Total sick pay was $2,964 and the combined 
total of insurance benefits and sick pay was $6,355. 

Case 3: A clerk-stenographer, female, age 30, who had been with 
our company for 6 years, received multiple fractures, dislocations, and 
lacerations in an automobile accident. The initial period of hospital 
confinement lasted 120 days and the total insurance benefits of $2,756 
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lacked only $5 of covering all known expenses. Full salary was con- 
tinued to the employee for 14 weeks, followed by half salary for an 
additional 7 weeks. Total sick pay was $1,014 and the combined total 
of insurance and sick pay was $3,770. Subsequent orthopedic surgery 
for treatment of a condition arising from the same accident resulted 
in additional expenses of $1,247. Toward this we were able to pay the 
employee $1,209 in insurance benefits but no more sick pay. The com- 
bined total of benefits, including sick pay, for injuries sustained in 
a single automobile accident was $4,978. 

Case 4: A retired employee was hospitalized for 128 days of treat- 
ment of fractures of the hip and wrist. Total insurance benefits of 
$2,033 came within $400 of paying all of her medical expenses. 

Case 5: During the course of 2 years the infant son of a research 
scientist was hospitalized 5 times for a succession of ailments, includ- 
ing kidney trouble, pneumonia, dermatitis, and tonsilitis. The baby 
spent 261 days in hospitals. It was determined that the 5 periods 
of confinement occurred during separate periods of disability and we 
were able to cover all 261 days. Total claim payments were $6,106; 
total known medical expenses amounted to $6,200. 

Case 6: The 14-year-old son of 1 of our employees contracted polio- 
myelitis. Our insurance plan paid $2,377 in connection with the first 
120 days of hospitalization. There have been 190 days of hospitaliza- 
tion to date and the child is still under treatment. Total expenses 
to date have exceeded our insurance by $4,800. 

It is fortunate to note that in this case the employee had availed 
herself of the opportunity to purchase an individual contract of 
polio insurance, which has a maximum liability of $5,000, so that her 
expenses up to date have been covered. It is expected that her ex- 
penses will soon exceed the $5,000 of polio insurance that she has for 
the son and then the national foundation will take over. 

As I have implied, there may have been more uninsured expense 
than was reported to us. It seems clear, however, that a plan with 
just the basic coverage can go a long way to provide effective protection 
against the costs of illness. 

Our hospitalization insurance and sick-pay plan contain some very 
liberal features, such as unlimited coverage during first 120 days of 
hospital confinement in ward and semiprivate accommodations and 
continuation of full pay beginning with the first day of illness. Most 
employers would expect such features to be abused and would avoid 
them. They work successfully for us because we happen to have an 
unusually responsible group of employees. 

Our plan has its shortcomings. For example, we have no insurance 
to pay for doctors’ calls or drugs when illnesses do not require hos- 
pitalization and there is no insurance to pay for special nursing care 
or X-ray therapy. On the other hand, we offer full insurance benefits 
for mapensents and pay the entire cost of full insurance coverage for 
retired employees. 

Other employers have their own particular solutions to the health- 
insurance problem of their particular businesses. Many of them be- 
heve it is important to insure employees for some part of each kind 
of medical expense. Others have adopted catastrophe medical insur- 
ance plans covering employees but not their dependents. Some em- 
ployers might fee] that providing full benefits for retired employees, 
as we do, is too costly. 
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Our health-insurance program is probably unique. It fits our 
a needs, but it would be unsuitable for many other companies. 
It is fortunate that the voluntary health-insurance market is flexible 
enough to permit us to buy what we want, and other employers to 
buy what they want. The important thing is to recognize that cor- 
porations have individualities and need freedom to work out the 
insurance programs which suit them best. 

The Cuaiman. Are there any questions, gentlemen ? 

Mr. Hesevron. Mr. Cristy, I can thoroughly understand why you 
said in your statement that Upjohn Co. has the reputation of being a 
good place to work and it les succeeded in keeping a very good class 
of employees. 

I think you have helped this committee in its study by giving us the 
concise and very helpful statement on the history of the operation of 
your particular plan with your company, and the workings of the 
pli un and outlining the possible differences that might exist between 
it and other plans. I was not certain, but I assumed that it was a 
contributory plan so far as the employee was concerned. 

Mr. Caiacé, In the health-insurance program the employees are 
paying a nominal part of the cost—about 10 percent. 

Mr. Hesevron. You seem to have had fairly successful experience 
in connection with surgical fees. 

Mr. Cristy. Yes, sir. The abuses that we hear of occasionally 
where doctors use the surgical schedule as a floor on which to base 
their fees has not been our experience. 

Mr. Hesevron. Has it been your experience or have you had any 
opportunity to check on whether the very existence of this plan for 
your employees has induced them to supplement their protection by 
other types of insurance ¢ 

Mr. Cristy. In the area of polio insurance I do know of several 
employees who have felt it desirable to supplement their insurance. 
It is not a general practice, though, as you can see. Most of them 
would feel that it was unnec essary. 

Mr. Hrsevron. Thank you. 

The CuairMan. Are there any further questions, gentlemen ? 

We thank you, Mr. Cristy, for your appearance and for the assist- 
ance you have given the committee in the study that it is making of 
this matter. 

If you have any additional statements or information in the form 
of pamphlets which cover your plan in more detail than you have had 
the opportunity to speak of it here, we will be pleased to have you 
submit it to us so we can make it a part of the record. 

Mr. Crisry. I have copies of the booklet which explains the plan 
to employees, and I shall be glad to leave copies if you would like. 

The CuarmMan. Thank you very much. We shall be glad to have 
them. 

(The booklet follows:) 


EMPLOYEE INSURANCE PROGRAM—THE UpJOHN Co., KALAMAZOO, MICH. 


To employees: 

Each of us is faced with the problem of providing some protection for our- 
selves and dependents against sickness and accident, retirement, and death 
With the advent of group insurance in the United States in 1910, a new and 
less expensive means of providing more adequate protection became available. 
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Our own company adopted group life insurance in 1915 and added hospitaliza- 
tion coverage in 1941, retirement annuity in 1942, and surgical insurance in 1945, 
Effective January 1, 1951, we are increasing the protection provided under the 
life insurance, hospitalization, and surgical plans, and are adding diagnostic and 
medical coverages. 

These plans have been made possible through the efforts of all of us, and it is 
our hope and intention that they will be permanent. However, the company 
necessarily reserves the right to modify or discontinue them at any time. 

Sincerely yours, 
Tue Upsoun Co. 
D. S. Gremore, President. 


Persons eligible for our employee insurance plans are entitled to two classes 
of group life insurance. These are known as “noncontributory” and “contribu- 
tory” insurance. 

The term “noncontributory” means that you do not contribute toward the cost. 
The noncontributory insurance is effective automatically for all eligible em- 
ployees and the entire cost is paid by the company. 

The contributory insurance is in addition to and separate from the noncon 
tributory. This insurance is optional and persons who subscribe pay a part of 
the cost. If you carry this insurance. your share of the premium will be de- 
ducted each month from your pay. The difference between the total premium 
and the amount you contribute is paid by the company. 

The schedule on page 7 shows the insurance available to eligible employees. 
The insurance company will accept applications for only the amounts of insur- 
ance for which you are eligible, as shown by the schedule. Adjustments in the 
amount of your insurance will be made automatically in accordance with the 
schedule on the first day of the calendar month coinciding with or next following 
the date they are warranted by reason of a change in your dependency status 
or earnings rate. 

Our insurance carrier is the John Hancock Mutual Life Insurance Co, 

Our group life insurance is term insurance. This means that it has no cash 
or loan values. The plan contains protection only, not investment, and never 
becomes paid up. In this respect it is similar to fire insurance, for no matter 
how long the insurance is carried, premiums must be paid regularly and the 
insurance company pays only when there is a claim. 

The insurance is payable to the beneficiary named by the employee in the 
event of the employee's death from any cause Or, if an employee should be 
come permanently and tetally disabled before reaching age 60, his insurance will 
be paid in installments to him. In the case of an employee's death before he has 
received installment payments equal to the total amount of his insurance, his 
beneficiary will receive the unpaid balance. 

You may change your beneficiary at any time by completing a form prepared 
for that purpose. If you have a dependent’ and qualify for $2,000 of noncon- 
tributory insurance, you should name the dependent as your beneficiary. This 
requirement does not apply to contributory insurance. 


SCHEDULE OF GROUP LIFE INSURANCE 
Noncontributory group life insurance 


[Entire cust borne by the Upjohn Co.] 


Amounts of 


insurance Employee's 
Employee's classification ifter 3 monthly 
months of | contribution 
service 
Employee with dependents ! $2, 000 None 
Employee without dependents 1, 000 None 


1 See definition of “dependent,” p. 1293 


————— 


1 See definition of “dependent .”’ p. 1293. 
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Contributory group life insurance 


{Cost borne by employees and the Upjohn Co.) 


Amounts of 





insurance Employee's 
Basic monthly earnings after 3 monthly 
months of contribution 
service 

Less than $250 

Employee with dependents » $3, 000 $1.00 

Employee without dependents a 2, 000 1.00 
$250 but less than $375: 

Employee with dependents 4, 000 1. 530 

Employee without dependents 3, OOK 1.50 
$375 but less than $500 

Employee with dependents 7, 000 2. 50 

Employee without dependents 5, OOO 2. 50 
$500 or more 

Employee with dependents . 10, 000 3 50 

Employee without dependents Date eens j 7, 000 3. 50 


ILLNESS AND INJURY EXPENSE 
Hospital expense plan 

The plan reimburses you for hospital expense if you (or your dependent’) are 
confined in a recognized hospital as a result of illness or injury. 

The plan pays you for the amount charged by the hospital for room and board 
for each day of confinement up to 120 days during any one continuous period 
of disability. If confinement is in semiprivate or ward accommodations, the pay- 
ment will equal the actual room and board charges up to the daily charge most 
frequently used by the hospital for room and board in the accommodation oc- 
cupied. If confinement is in private accommodations and if the hospital pro- 
vides semiprivate accommodations, you will be reimbursed for actual room and 
board charges up to the charge most frequently used by the hospital for semi- 
private room and board, or $8, whichever is the greater. 

If confinement is in private accommodations and if the hospital provides no 
semiprivate accommodations, you will be reimbursed for actual room and board 
charges up to the daily charge most frequently used by the hospital for the best 
type of ward room and board, or $8, whichever is the greater. 

If confinement is in private accommodations and if the hospital provides no 
ward or semiprivate accommodations, you will be reimbursed for actual room and 
board charges up to $12. 

The plan also pays you a benefit for other charges of the hospital for care and 
treatment incured in connection with the confinement and during the maximum 
period for which board and room benelits are payable. This benefit wil be an 
amount equal to such charges up to the standard charges for such care and treat- 
ment as is consistent with the diagnosis. This part of the plan covers hospital 
charges for such things as use of operating room, laboratory fees, X-rays, drugs, 
dressings, etc. Also included are charges for ambulance service and for anes- 
thesia and the administration thereof. Not included are charges for special 
nursing, or physicians’ services for other than the administration of anesthesia. 

The same benefits are payable for pregnancy (which term includes resulting 
childbirth or miscarriage) provided that pregnancy commences while the em- 
ployee or the wife of an employee is insured, even though the confinement may 
occur after her insurance ceases. The maximum period for which board and room 
benefits are payable is 120 days for any and all confinements in connection with 
any one pregnancy. A minimum payment of $100 is made in connection with any 
one pregnancy which results in other than an abortion or miscarriage. 

General information.—In order to collect these benefits you or your dependent 
must be under the care of a doctor and the hospital care must be recommended 
by a doctor. No minimum period of confinement is required if you receive hos- 
pital care because of a surgical operation, or as a result of accidental bodily in- 
jury requiring emergency care, or for the application or removal of a cast, or if 
a board and room charge is made; otherwise hospital confinement must be for 
18 consecutive hours or longer. 


? See definition of “dependent,” p. 1293. 
® See limitations, p. 1289 
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For purposes of this insurance, hospital accommodations are classified as 
follows: 

Private: Room with one bed. 

Semiprivate: Room with two beds. 

Ward: Room with three or more beds. 


Surgical and obstetrical erpense plan 

This plan reimburses you for surgical expense incurred by you or your depend- 
ents as a result of illness or injury.’ 

The maximum amount of payment for each operation covered by the policy is 
shown in the Schedule of Surgical Operations and Benefits, pages 13-17, but if 
the actual charge made by the surgeon is less than the amount shown in the 
schedule the insurance payment will equal the actual charge. 

Reimbursement is made whether the operation is performed in the hospital, in 
the doctor’s office, or elsewhere. 

If more than one such operation is performed the specified benefit is payable 
for each operation except that the total amount payable for all operations which 
are performed before you (or your dependent) have completely recovered from 
the illness or injury shall not exceed $480. However, if more than one operation 
is performed through the same abdominal incision the total benefit payable for 
all such operations shall not exceed 1% times the maximum payment specified in 
the schedule for the operation performed for which the largest amount is payable. 

Reimbursement for operations listed in the schedule under the heading “Ob- 
stetrical procedures” is provided if pregnancy commences while the employee or 
the wife of an employee is insured, even though the operation may occur after 
her insurance ceases. 

Limitation—No payment shall be made for any operation not recommended, 
approved, and performed by a legally qualified physician or surgeon. 
In-hospital medical expense plan 

This plan reimburses you for the cost of treatment by a physician while you 
(or your dependent) are confined in a hospital for nonsurgical care resulting from 
illness or injury.® 

Your insurance benefit will equal the fees charged by the physician up to a 
maximum amount equivalent to $4 times the number of days of confinement (but 
not more than 120 days during any 1 period of disability). 

If you (or your dependent) receive medical treatment during hospital confine- 
ment prior to a surgical operation, you will be eligible for reimbursement as out- 
lined above for physicians’ charges incurred during those days of confinement 
which precede the day on which surgery is performed. 

Limitations applying to this plan.—No benefit is payable for: (a) treatment 
outside a hospital; (0) any treatment caused by or resulting from pregnancy ; 
(c) dental work or treatment, or eye examinations or the fitting of glasses, or 
X-rays, drugs, dressings, or medicine; (d) any treatment received in connection 
with and on or after the date of an operation or procedure for which a benefit 
is payable under the surgical plan. 


Laboratory and X-ray examination expense plan 


This plan reimburses you for the expense of laboratory and X-ray exami- 
nations received by you or your dependent and made or recommended by a 
physician in connection with the diagnosis of illness or injury.‘ 

Reimbursement will equal the fees actually charged up to a maximum of 
$50 for all examinations in connection with any 1 accident; and $50 in con- 
nection with all illnesses in any 6 consecutive months. 

Limitations applying to this plan.—No benefit is payable for: (a) any exam- 
ination the cost of which is covered under the hospital expense plan; (b) any 
examination due to or resulting from pregnancy; (¢) any dental X-ray exam- 
ination unless it is the result of an accidental bodily injury; (d) any X-ray 
treatments or therapy. 


Monthiy cost to employees 
Your share of the cost of this illness and injury expense insurance is as follows: 
Classification Contributions 


Employee without dependents ees Soe tenn ie 
A en .W5 
Employee and 2 or more dependents 


* See limitations, p. 1289. 
* See limitations, p. 1289 
6 See limitations, p. 1289. 
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Your payment toward the cost is made each month through payroll deduction. 
The balance of the cost is paid by the company and amounts to approximately 
5 times the contribution of employees. 

Limitations 


This is nonoccupational instrance.—As used in this section describing insur- 
ance for the expenses of illness and injury, (a) “illness” means a disease for 
which you (or your dependent) are not entitled to a benefit under any work- 
men’s compensation law or act; and (b) “injury” means an accidental bodily 
injury which does not arise out of and in the course of employment. 

The Upjohn Co. already carries workmen’s compensation insurance which 
covers accidental bodily injuries arising out of and in the course of employ- 
ment. 

Veterans’ hospitals 


No insurance is provided under any of these plans for hospital care, or surgical 
or medical treatment, or diagnostic examinations received by either employees 
or their dependents in facilities owned or operated by the United States Govern- 
ment, including marine or veterans’ hospitals, or elsewhere at Federal Govern- 
ment expense. 

Insurance company 


These plans are carried with the John Hancock, the same insurance company 
which has our group life insurance. 


Schedule of surgical operations and benefits 


Marimum 


Description of operation payment 


Abdomen : 
Appendectomy, freeing of adhesions or surgical exploration of the 


abdominal cavity_..........._-_ ee a ale 
Removal of, or other operations on, gall bladder eacaiicinalamenien 180 
Gastroenterostomy —_- ‘ PERE LL LiL ICL AT 180 
Resection of stomach, bowel or rectum_____-________-_ ckatinaiaitihas 240 
Abscesses (see Tumors). 
Amputations: 
Thigh, leg on a tiaensdietannseatinndiameesaiaeaiaeii tas 150 
Upper arm, forearm, entire hand or foot rile ditt chiaiehansaabenet 120 
Fingers or toes, each sl eae Oe ate ie oe hein mani 18 
Breast : 
Removal of benign tumor or cyst requiring hospital confinement___- 60 
Simple amputation__-_ ‘ Shinpeiahitiedil anions 4 a 120 
Radical amputation aaliaiacbinses caaia cleieidaaiaeickiogs aaa na! 180 
Chest: 
Complete thoracoplasty, transthoracic approach to stomach, dia- 
phragm, or esophagus; sympathectomy, or laryngectomy __- 240 
Removal of lung or portion of lung al tan cihineiaiamieia iment didiitiaiinmees ia 240 
Bronchoscopy, esophagoscopy . ee eeiameimeapee 48 
Induction of artificial pneumothorax, initial caiethiihinidinmeiaibicel 30 
Refills each (not more than 12)-_- Sa alanine einai thensaaatciamimentattied aan 12 
Dislocation, reduction of: 
Hip, ankle joint, elbow, or knee joint (patella excepted) _---___ csameade 42 
ROI bd cncccthincboebnieenaptigbinraiencnsihiadesomennninnet caihiintiihdiaihthentpiietie stat teseabinantd 30 
raise cnminene eI Utila eat rane backs ied 24 
Lower jaw, wrist, or patella_____-_ . wate Ls 
(For a dislocation requiring an open operation, the maximum will be 
twice the amount shown above.) 
Excision or fixation by cutting: 
BEETS FONIIG cases etere ss eres nina meses eninniemiriemneeeiienemcie spesepiinne camp enpibagilncees 180 
EROS OF GIST SOU Gin cn nec ¥dhnser sence tage panatenintbiitdenn 150 


Shoulder, semilunar cartilage, wrist or ankle joint-___-_-_-_--_______ 120 
Removal of diseased portion of bone, including curettage (alveolar 
PEOCCHIES SECON ) ... sinned uemenigletiinda 60 


39087—53—pt. 59 
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Schedule of surgical operations and benefits—Continued 














Goitre 


Is i I i 





Mazrimum 
Description of operation payment 
, hose, or throat: 
a i: I SS A ie ttn $240 
Mastoidectomy, one or both sides, simple___-_--_--------------------- 180 
Mastoidectomy, one or both sides, radical_..__._.__------------------ 180 
Tonsillectomy, adenoidectomy, or both____- 40 
Sinus operation by cutting (puncture of antrum excepted) —--------- 60 
Submucous resection of nasal septum__.._......_..--.-__----_--..- 75 
can eaiecingniniceentig telnet 90 
een I Sd ecceniannmassandnciierenrwcapang nin arian 18 
Operation for detached retina or corneal transplant___-__-------._--- 240 
InN Tu I a Nels esgmnsntp invent ssegk +» |e 
Any other cutting operation into the eyeball (through the cornea or 
sclera) or cutting operation on eye muscles.___--_--------------. 120 
NN a as tial ene eenetabee 90 
Any other cutting operation on eyeball__._._.__._----_.-_._-.-..----.. 24 
Fracture, treatment of: 
Thigh, vertebra, or vertebrae, pelvis (coccyx excepted) 90 
Leg, kneecap, upper arm, ankle (Potts) ---------------_----------. 60 
Lower jaw (alveolar process excepted), collarbone, shoulder blade, 
CO OC ign cmsinseepentndhdesnasinn enighlianaciidenitan 80 
Ne is ia ce thie ase rec cintts Uheeplanicchiahias-aleasthatigrinikcannahid 18 
I a ava oie emeaenlacd iain eades 12 
cal itslinrasion aah niveheioasioesascd sesenirabdaouensodt 12 
I cen clara caer eebionnsadeidiieensseersiaiaete 30 
I I Thies dn en gals hariasckonianinessineanletdaesineertinsanctipicclgapcsicin 12 
(The amounts shown above are for simple fractures. For a com- 
pound fracture, the maximum will be 14 times the amount for the 
corresponding simple fracture. For a fracture requiring an open op- 
eration, the maximum will be twice the amount for the corresponding 
simple fracture (bone grafting or bone splicing or metallic fixation at 
point of fracture considered as open operation).) 
eenovar Gi, or Calum tate, Ricney. nl ee 240 
Fixation of kidney_- edetesioenacigia a cameiiagiines attoutdh satiate nw de san dnlentnoaahiedlods 180 
Removal of tumors or stones in ureter or bladder: 
By cutting operation 120 
By endoscopic means 42 
Cystoscopy____._--- 40 
Removal of prostate by Ce ow relates congunbalions 180 
Removal of prostate by endoscopic means_ ite asain tice cccabcakaaele icin 120 
Circumcision_ asa sesenahanalbaesapiannsdioal i cdbtibsislaspitennseb asamiansamninapededs 18 
Varicocele, hydroce le, ore chidec tomy or— 
lech ear aiagliveoapsmes slecaniGaiaenpaeanes 60 
Epididymectomy, bilateral__._.--___- le a i a ees 90 
Hysterectomy - + setancge pastes ihiiaeie icanesntbe tic deta tetocaa gs ea detiancieaead cade ienien 180 
Other cutting ope rs iti ions on  uter us and. its appendages with abdominal 
|, ad lll ea rem Eee ain ae EE 120 
I re ON aces de wenerdienerdeonenecesanie a bce cil ah ae ocmcatiaiaaie cecal desde 60 
Dilatation and curettage ( nonpuerpers al ), with or without cervix 
cauterization or cervix conization or polypectomy or any combina- 
tion of these_ ee of ee Le aE FEES aR, S 50 
If performed without dil: ats ition and curettage: 
Cervix cauterization......................- ppeeeasinigecn maieieiacaaebltien ds 10 
I, a lag Sates Nahai ain pac aL condoning aes 25 
Inert) TUITE i an ae A 25 
Provided that the maximum payment for any combination of the 
ITNT RU a lh le es in ea malig 50 
Vaginal plastic operation for— 
Irn TnnnennIner n ae e 90 
Cy I a taal renlanidaiaalioaes 12 
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Schedule of surgical operations and benejfits—Continued 


Maximum 


Description of operation payment 

Hernia: 

ng oy) belle cme Rial I at Ai Mi h A Sip epi h pei EBT BS Sh 

ee ee ee ne wee neeemiescsmarenes ee eee 150 
Joint: 

Incision into, tapping excepted_____--____-_-_-- SB pode Re cme a ot 30 
Ligaments and tendons: 

Sen le UU: NU 6 os csceemmentioumeets mornrenmnecntensnten 60 

Outtineg of tramepient, muitiiees cass Socks St detec bee 90 

IOI SONNET NN cern encase tesla 42 

Sr nr ree I SC a alcatel 60 
TE 6 NS De lice) ens: i ies cnnpeatincedemnindinanuanddioniades 18 
Se MRE IIE GO ARID © VEEN OO cites crinnittnlsaensnntes Sp ciith tiecncanemllipaisipaniintaeeniain te 60 


Rectum : 
Cutting operation or cutting operation with injection treatment for 
radical cure of hemorrhoids: 


Internal, or internal and external hemorrhoids_____---_---__-_- 75 
INT TINTON hc ine Natta cs ns scar ninhibeeink tin ateentaipiiaiinnceieenimkon 50 
Injection treatment for hemorrhoids: Internal or external or both, 
each treatment (but not more than 10 treatments) —~-.___-_-_-___-___ 5 
re I Te I arctan ice tiie nk salad dengan tibanerutitcinacteinaiemanni elias 380 
Incision operation for thrombosed hemorrhoids_._____---__-_-_-__---- 18 
Cutting operation for fistula in anus, single___-_-.----__----------_ 60 
Cutting operation for fistula in anus, multiple___------_.---------_ 90 
Skull: 
Cutting into cranial cavity (trephine excepted) —~---..---_-.------_- 240 
Oe a rd Es Ed, cht hesahd chin ch ache Sines Meena ai las buerititaaliain 30 
Spine or spinal cord: 
ORCRRTICN Sor REAR CONG SUMO T ial nse dbname 240 
Operation with removal of portion of vertebra or vertebrae (except 
coccyx, transverse or spinous process) ~.------.----.------.- eat 180 
temoval of part or all of coccyx, or of transverse or spinous process__ 60 
Tumors: 
Cutting operation for removal of one or more benign or superficial 
tumors, cysts, or abscesses : 
Beer Re TGR) CORIIOTINOT Gino ie hich ected ntdibeiees 80 
Not requiring hospital confinement__...._..----._._---.---.--. 12 
Malignant tumors of face, lip, or skin... nic ncn ccse dace cn ceuns 60 
Varicose veins: 
Injection treatment, complete procedure, 1 or both legs____.____--__- 48 
Cutting operation, complete procedure, 1 leg--__--_-.-..----_--.___ 60 
Cutting operation, complete procedure, both legs_....-..-...--.---__ 90 
Obstetrical procedures : 
DO TOET OF WS OE Ci vik il eid ttle bhbnecicaktlen 60 
TCD TUR anced shen te eles cen delist Dich ads ah Miartieeeiehbatiarccnieiatcnaneseal 120 
Abdominal operation for extrauterine pregnacy___.------_-------___. 120 
Miscarriage with dilatation and curettage_____-__---_____-_____- 50 
Miscarriage without dilatation and curettage__-__-____--__.__---__. 25 


Except for operations expressly excepted in the schedule, the insurance com- 
pany shall, subject to the terms and conditions of the rider, determine a payment 
for any cutting operation not listed in the schedule consistent with the payment 
for any listed operation of comparable difficulty and complexity, but in no event 
shall such payment exceed $240. 


GENERAL FEATURES 

BPnroliment 

You will be given an opportunity to enroll for the insurance plans prior to the 
time you complete 3 months of service with the company. The date you become 
eligible for insurance and the date your insurance commences, assuming enroll- 
ment at this time, is the first day of the month coinciding with or next following 
the completion of 3 months of continuous active service. 

No medical examination is required for enrollment in any of these plans 
provided you enroll when you are first eligible or during a reenrollment period. 
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You may secure contributory group life insurance without a medical examina- 
tion if you enroll before or within 90 days after the date you become eligible. 
Membership in the other plans becomes effective without examination if you 
enroll before or within 31 days after you become eligible. However, if you sign 
up for contributory life insurance at a time other than a reenrollment period 
and more than 90 days after you became eligible, the insurance company will 
require satisfactory evidence of insurability before issuing the coverage. The 
same requirement would be made if you apply for protection under the illness 
and injury expense coverage outside a reenrollment period and more than 31 
days after becoming eligible. 

Evidence of membership and terms of coverage 

This booklet describes in general terms the essential features of our employee- 
insurance program. 

As an insured employee you will receive individual certificates of insurance 
setting forth the benefits to which you are entitled and the principal terms and 
conditions of our program. The terms and conditions governing the insurance 
are those set forth in a contract between the John Hancock Mutual Life Insur- 
ance Co., and the Upjohn Co. 

Each member insured under the illness and injury expense plans, in addition 
to a certificate, receives a membership card which should be presented at the 
time of admission to a hospital. 

Claims 

Group life-——Upon receipt of satisfactory proof of death forms the insurance 
colpany pays each claim promptly to the beneficiary named by the employee. 
Arrangements may be made to have the insurance paid in one sum, in equal 
monthly installments over a fixed period up to 20 years, or a specified amount in 
cash and the balance in installments. 

Jliness and injury expense.—If you (or any of your insured dependents) enter 
a hospital, have surgery performed, or have a laboratory or X-ray examination, 
you should secure a claim report form from the personnel division or your branch 
office. After completing the upper portion of the claim form in duplicate you 
should request the physician or surgeon to complete the rest of the form in 
duplicate. Completed claim forms should be presented to the personnel division 
or your branch office. 

If your claim involves hospital expense, you should also submit to the per- 
sonnel division or your branch office a copy of the hospital’s bill itemized to 
show the dates of confinement, the type of accommodations used, the various 
services rendered, and the charges made for each. This same procedure should 
be followed if expenses are incurred for laboratory or X-ray examinations out- 
side the hospital. 

Claim checks are drawn payable to the employee for the amount of the charges 
up to the maximum allowed by the plans. 

The insurance company will determine the amount of payment, if any, for an 
operation not shown in the schedule of surgical operations and benefits, and 
since allowances have been made for several operations which are not mentioned 
in the policy, it is advisable to submit full particulars if you undergo any surgery. 

It should be borne in mind that the amounts paid under these plans may not 
in every case cover the entire cost. These plans were designed to assist employ- 
ees in meeting the expenses of illness or injury and are not intended to establish 
or in any way determine the fees charged by doctors or by hospitals. When the 
physician’s fee or the hospital bill exceeds the amount of reimbursement, the 
payment of such excess is the responsibility of the employee. 

Many hospitals require the patient to make a cash deposit at the time of 
admission to the hospital. It is hoped that the liberality of the Upjohn hospital 
expense plan will make such deposits unnecessary. In cases where hospitals 
are not willing to make this concession, they may waive the deposit requirement 
provided the employee agrees to execute an assignment of benefits in which he 
requests the insurance company to make its hospitalization payment direct to the 
hospital. Assignment forms are generally available at the hospitals. 

If an emergency arises in which you are unable to make a required deposit, 
please communicate immediately with the personnel division or with your branch 
office. 





ER a ai en 
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Insurance at retirement 

Noncontributory group life—It is our practice at present to continue the 
noncontributory group life insurance for all retired employees as follows: 

(1) If you retire at age 65 or later (@) $1,000 is provided while you have a 
dependent, (0) $500 is provided if you have no dependent. 

(2) If you retire before age 65, your insurance will continue to age 65 at the 
amount provided for an active employee. When you reach age 65 your insurance 
will be reduced to the amount indicated in (1) above. 

Contributory group life——This insurance may be continued after retirement 
as follows: 

(1) If you retire at age 65, or later. you may continue this insurance provided 
you pay the full attained age rate. While the full group-insurance rates at 
retirement age are less than the cost of individual insurance purchased at the 
same age, they are much higher than the amounts paid by active employees. As 
a result, few retired employees continue their contributory life insurance after 
age 65. 

(2) If you retire before age 65 you may continue your insurance to age 65 
for the same amounts you paid as an active employee. After you reach age 65, 
you may cancel the insurance or you may continue it by paying the attained-age 
rate as outlined in the preceding paragraph. 

Illness and injury expense.—These coverages are also continued at present 
for retired employees and their dependents at the sole expense of the company 
as long as the retired employee lives. 

Termination of insurance 

Group life—If your employment terminates for any reason other than retire- 
ment, your group life insurance will remain in force for 31 days following the 
date of termination of employment. Within this 3l-day period, by making appli- 
cation to the John Hancock Mutual Life Insurance Co., you may convert your 
insurance to any one of the life policies customarily issued by the insurance 
company except term insurance. This individual policy is issued without medi- 
cal examination at the regular rate for your attained age at that time. 

Iliness and injury expense.—If your employment terminates for reasons other 
than retirement, this insurance will cease to be in force as of the first day of the 
month coinciding with or next following the date employment terminates. Mater- 
nity coverage under these plans remains in force without cost to the employee for 
a limited period after termination of employment (see pp. 9 and 10), but for 
other than this maternity provision it is not possible for you to continue your 
membership in these plans after termination of employment. 

Cancellation.—You may cancel your contributory group life or illness and 
injury expense coverage by making written request to the personnel division or 
your branch office. 


Definition of “dependent” 

For insurance purposes dependents of a man include his wife and each unmar- 
ried child until the January 1 next following the date the child reaches his 
19th birthday. 

A woman’s dependents include each unmarried dependent child until the 
January 1 next following the date the child reaches his 19th birthday, provided 
the woman has a disabled husband, is divorced, or is a widow. Her husband is 
regarded as a dependent if he is disabled. 


Changes in dependency 

In order to keep all your coverages at the maximum, it is important that you 
notify the personnel division or your branch office as soon as possible of any 
change in the number of your dependents. 


SICK PAY 


For many years it has been our policy to provide income during periods of 
personal illness. The rate of pay and the duration of the pay are based upon 
length of service, attendance record, quality of performance, and depend- 
ency status. 

Employees with less than 1 year’s service who are ill are paid a minimum of 
1 day’s base pay for each month of service. Employees with 1 year or more of 
service who are ill are paid a minimum of 8 weeks’ base pay during each 
calendar year. 








1294 HEALTH INQUIRY 


Included in the above allowances may be payments for time lost due to illness 
in the immediate family, deaths within the family, or other compelling situations, 
whenever circumstances warrant. 

Our sick-pay plan is not insured, because it goes beyond what any insurance 
company would be willing to offer in a policy. 


RETIREMENT ANNUITY PLAN 


It has long been our policy to give special regard to employees reaching 
retirement age. 

In carrying out this policy a group annuity plan was first adopted on Jan- 
uary 1, 1942, and revised in 1944 in order to increase the benefit schedule. It 
provides annuity payments to employees at age 65. The group annuity plan is 
underwritten by the Equitable Life Assurance Society of the United States and 
is designed to supplement the benefits provided by the Federal Social Security 
Act. We are proud of the fact that our plan compares favorably with most 
industrial retirement plans. 

Employees who are age 25 and who have completed 1 year of continuous 
service, or employees under age 25 who have completed 5 years of continuous 
service, are eligible for enrollment on the first day of the month coinciding with 
or next following the completion of the qualification requirement. The company 
assumes about two-thirds of the cost of the annuity. The amount of the 
employee’s contribution depends upon the individual salary. The amount of the 
annuity payable at age 65 is based on years of participation and basic salary 
during these years. Minimum benefit payments have been set up to insure 
employees certain established incomes. 

About 1 month prior to the date you are eligible for enrollment you will receive 
explanatory information regarding the plan. Should you wish detailed informa- 
tion prior to that time, a retirement annuity plan booklet may be secured from 
the personnel division or your branch office. 


SOCIAL SECURITY—FEDERAL OLD-AGE AND SURVIVORS’ INSURANCE 


General features 

Social security, or Federal old-age and survivors’ insurance as it is officially 
called, is a Government insurance program to provide a monthly income for an 
employee and his family when the employee retires at age 65 or later and for 
his family when he dies. The Social Security Act became effective January 1, 
1937, and was extensively revised September 1, 1950. 

The benefits provided under this program are entirely separate from and in 
addition to the insurance and retirement plans carried by our company. How- 
ever, all employees of our company are affected by social security and the follow- 
ing digest of the life-insurance features may help you learn something of the 
benefits to which your family might be entitled. If you have questions not 
answered by this summary, please refer them to your supervisor or a member 
of the personnel division. 

Generally speaking, all employment of an industrial or commercial character 
such as ours is classed as “covered employment’’—that is, employment in which 
you are required to pay social-security taxes. Now covered by the revised law 
are, in general, jobs in agriculture, domestic service in private homes; Federal, 
State, or local government service where other governmental retirement pro- 
grams do not conflict; and work in religious, charitable, and certain other non- 
profit organizations ; also covered are nonprofessional self-employed persons who 
in a taxable year have at least $400 of net earnings from a trade or business. 

There are two kinds of benefits—survivors’ and retirement. Survivors’ bene- 
fits are payable to the employee’s family when he dies, regardless of the age at 
which death occurs, Retirement benefits are payable to the employee and his 
family when he retires at 65 or later. 

Following is a description of the survivors’ or life-insurance benefits provided 
by social security. Old-age insurance benefits are described in the retirement 
annuity plan booklet. 


Eligibility—insured status of employees 


For an individual or his family to be eligible for benefits, he must have had 
a job in covered employment long enough to build up an insured standing, either 
“fully insured” or “currently insured.” <A “fully insured” individual is one who 
has fully met the eligibility requirements for old-age and well as survivors’ 








HEALTH INQUIRY 1295 


insurance. A “currently insured” individual is one who has qualified for sur- 
vivors’ insurance only. 

Fully insured.—To be fully insured an individual must have (@) 10 years in 
covered employment, whenever acquired, or (b) 3 months in covered employment, 
whenever acquired, for each period of 6 months elapsed after 1950 and before 
attainment of age 65, or death, whichever occurs first, but in no case less than 
1% years in covered employment. 

Currently insured.—To be currently insured an individual must have worked 
in covered employment roughly half of the 3 years preceding death or entitle- 
ment to an old-age insurance benefit. 


To whom survivors’ benefits are paid 


(1) For survivors of fully insured employees benefits are paid to: 

(a) Children until they are 18, or until their prior marriage. 

(0) Widow (or widower, where he was receiving at least half his support from 
his wife) regardless of age, caring for a child entitled to benefits. If he or she 
does not remarry, monthy payments continue until the youngest child is 18. 
(The payments stop then, but begin again in accordance with paragraph (c) or 
(d@) when the widow or widower is 65. ) 

(ec) Widower, age 65 or older, living with wife at the time of her death, 
provided she was currently insured. Monthly payments continue until death 
provided he does not remarry. 

(d) Widow, age 65 or older. Monthly payments continue until death provided 
she does not remarry. 

(e) Parents, if dependent (that is, chiefly supported by employee) may receive 
benefits at 65 or older if employee left no one else who might ever be entitled 
to benefits. 

(f) Lump-sum benefit. A single cash payment is made to the employee’s 
widow or widower if this spouse was living with the employee at the time of 
death, otherwise to the person who paid funeral expenses. The lump-sum pay- 
ment is made in addition to any monthly benefits which might be paid. 

(2) For survivors of an employee currently insured but not fully insured the 
benefits described in the preceding paragraphs (a), (0), and (f) will be payable, 
However, the widow or widower will not be eligible to receive the benefits 
described in paragraphs (c) or (d) nor will his parents receive the benefits 
described in paragraph (e). 

(3) Benefits for veterans’ survivors: 

Prior to the September 1950 revision, the veterans of World War II were given 
fully insured status for survivorship benefits, but their time in service was not 
credited as covered employment. 

However, the September 1950 revision indicates that military service (Sep- 
tember 16, 1940, to July 24, 1947) will count as if the World War II veteran had 
received $160 a month in taxable wages for each month in service and any 
quarter which contains such a month is a quarter of coverage. Also, such 
credit may be used to determine the average monthly wage if this inclusion 
would increase the primary insurance amount. 

This means that service in World War II counts for both old-age and survivor- 
ship benefits. 


Amount of benefits 

Primary insurance amount.—The monthly old-age pension that will be received 
by a fully insured individual is called the “primary insurance amount.” This is 
the basic social-security monthly income on which all benefits are calculated. 
Until July 1, 1952, the primary amount is calculated on the basis of the old 
formula plus a conversion table, which results in the figures shown on table I, 
page 29. Beginning July 1, 1952, the primary benefit will be calculated on the 
basis of the new formula, and table II, page 30, will apply. 

Benefits for families of insured employees.—Benefits for members of your 
family are based on your primary insurance amount, whether you retire or die, 
A widow’s (or widower’s) benefit is three-fourths of her husband’s (or wife’s) 
primary amount, as are the benefits for the first child and each dependent 
parent. For all others the monthly payment is equal to half the employee's 
primary amount. However, the total monthly benefits that may be paid to a 
family on one individual’s account, while never less than $20, may not be more 
than $150 per month or 80 percent of the employee’s average monthly wage, 
whichever is less. 
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The lump-sum death benefit is three times the amount of the primary insur- 
ance benefit. However, when it is not paid to a survivor, but as reimbursement 
for funeral expenses, it is limited to the extent of the funeral expense. 

To illustrate how monthly survivorship benefits would be calculated, let’s use 
as an example the case of a widow with two children. If the insured employee 
died before July 1, 1952, and his average monthly wage was $200, his family 
would draw the monthly total of $125.40. If the insured employee died on or 
after July 1, 1952, assuming the same average monthly wage, the benefit under 
the new law would be $130.20. Under the new law, the primary insurance amount 
s determined as 50 percent of the first $100 plus 15 percent of the remainder, 
up to $200, of the average monthly wage. 

To any person who is eligible for more than one benefit, the larger amount will 
be paid. For instance, a woman who worked in a covered job and has a social- 
security account of her own may, of course, qualify for benefits at age 65 an 
her own account. If she is a wife or widow eligible for benefits also on her 
husband’s account, she cannot get both; but she will get whichever amount is 
larger. The same is true for a dependent husband or widower. 

Claiming benefits —Claims for monthly survivors’ benefits should be filed imme- 
diately after the insured person’s death. The place to file a claim is the nearest 
field office of the Social Security Administration. It is important to file a claim 
promptly ; otherwise benefits may be lost or delayed 

Families of deceased e1 iployees will get help at the field office in making out 
their claim papers so as to get the maximum possible benefits. This help is free 
of charge. It is not necessary to pay anyone to help obtain benefits; a person 
who is eligible for benefits will get them if he files a claim. 

Suspension of benefits—A widow’s or child’s benefits are suspended for any 
month in which such person earns more in covered employment than $50 as a 
wage earner or $100 as a self-employed person. Children in a widow’s care, 
however, continue to receive benefits whether their mother works or not. 

Under the new law, a fully insured employee may work in covered employment 
when he is age 75 or over and draw social-security benefits in addition to his 
regular pay. 

A beneficiary may go on and off the benefit rolls from time to time. He may, 
however, work in other than covered employment and continue to receive his 
insurance benefits, no matter how much he may earn, 

There are other circumstances under which benefits are discontinued. Benefits 
cease for the widow or widower upon remarriage (unless he or she is over 65 
and has earned old-age benefits of his own by working in covered employment). 
A child’s benefits end when he reaches 18, gets married, or is adopted by any 
person other than a stepparent, grandparent, aunt, or uncle. 
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TABLE I.—Monthly benefits on basic of old-law benefit and conversion table 
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TABLE II.—Monthly benefits on basis of new formula 


Amount of monthly benefit | 














Maxi- 
2 mum 
Average monthly Wester | Worker _ sis Widow ‘i monthly 
wag ee with idow Wi low and 2 1 child 2chil- | family 
‘ — > ehil ei dren benefits 
. "7 tine chil d ’ I | 
$2 ) $37 21k S27 $4. , $18.8 $31. 40 $40 
30. 00 45.00 22. § 4 ' 48. 00 22. 50 37. 60 | 48 
35.00 Bo 2%. 3 F ) 56. 0 26. 30 43, 80 56 
40. 00 60. 0 10. O 60. 00 64. 0 10. 00 50. 00 64 
45.00 67 Si 67.5 7 80 56. 40 | 72 
50. 0 75.0 7 7 80. 0 7. 50 62. 60 | 80 
51. 5 7 ) 38 77. 30 88. 0 38. 70 64. 40 88 
\ 7 39.8 79. 50 } 39.8 66. 40 96 
{ RI & 40) R1 80 10 0 41). OO 68, 20 | 104 
y S4 42 84. 00 1] ) 42. 00 70.0 112 
) Rf 43. 20 8 ) ll ) 43. 20 72.00 120 
Q 44 88. 50 1! 44.30 73. 80 128 
60. & 4 ) 1), RE 12 45. 40 75, 80 13¢ 
62.00 93 4 13. 0 24 ) 46. 50 77.60 144 
t 9 17 95. 30 127.10 47. 70 79. 40 150 
65.0 7 48. 80 17. 50 130. 20 48, 80 81. 40 150 
6 9. 80 19.90 9, 80 133. 10 49. 90 83. 20 150 
68. 00 102. 00 51. 00 102. 00 136. 00 51.00 85. 00 150 
69, 50 104 5 104. 30 139. 2 1) 87.00 150 
71 106 10 0 142 3. 30 RS. 8O 150 
72.5) 108. &¢ 108. 80 145. 20 54. 40 90, 80 150 
74.00 111. Of 55. 50 111.00 148. 00 55. 50 92. 50 150 
75. 50 113. 30 56. 70 113. 30 150. 00 56. 70 94. 40 159 
77.00 115. 5 57. 8 115. 50 150. 00 57. 80 96. 40 | 150 
so 78. 50 117.8 58. G 117. 80 150. 00 58. 90 98, 20 150 
ia ies oT 80. 00 120. 0 60. 00 120. 00 150. 00 60. 00 100. 00 150 
1 Wife is also eligible for benefits if she is under 65 but has a child under 18 by her husband In such case 
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mum family benefit 
3 Widower of deceased female worker takes same benefit, if wife was both fully and currently insured, 


and he was dependent on her at death 
3 Widow and more than 2 children get benefit shown in column “Maximum monthly family benefit.” 

The Cuarrman. The next witness will be Mr. George K. Barrett 
whom I understand is assistant personnel manager of the Ohio Oil 
Co., of Findlay, Ohio. 

At this point we shall insert in the record certain pertinent informa- 
tion in regard to Mr. Barrett’s background and experience in this 
matter. 

(The matter referred to is as follows:) 


BIOGRAPHY OF GEORGE K. BARRETT 


George K. Barrett is assistant personnel manager of the Ohio Oil Co. 

Following the completion of undergraduate studies at Wooster College, Woos- 
ter, Ohio, Mr. Barrett received his master’s in business administration from the 
University of Michigan majoring in actuarial mathematics. During the next 
9 years he was employed by the General Electric Co. on various personnel assign- 
ments and at the time of leaving that company was manager of employee-benefit- 
plans division. 

Since 1949 his work with the Ohio Oil Co. in the personnel manager’s office 
has included the responsibility for benefit-plan design together with other 
general administrative personnel matters. 


STATEMENT OF GEORGE K. BARRETT, ASSISTANT PERSONNEL 
MANAGER, THE OHIO OIL CO., FINDLAY, OHIO 


Mr. Barretr. My name is George K. Barrett. I am assistant per- 
sonnel manager of the Ohio Oil Co. In this capacity, one of my 
responsibilities is for the development of our company’s employee- 
benefit plans. 
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Following the completion of my actuarial studies at the University 
of Michigan, I worked for 9 years with the General Electric Co., 
spending most of that time in Schenectady, N. Y. Although I was 
originally employed to make actuarial studies, I had an opportunity 
to spend several years with that company in employment and person- 
nel assignments. At the time of my leaving General Electric in 1949 
to come with the Ohio Oil Co., I was manager of the employee-benefit- 
plans division. 

It is my understanding that this committee is interested in the 
experience of some companies which have in operation benefit plans 
which assist employees and their families in meeting the costs of 
illness. Since most of my remarks will concern the Ohio Oil Co., I 
believe it is important to give you a brief picture of that organization. 

The Ohio Oil Co. is a medium size integrated company organized 
in 1887, with its general offices now in F indlay, Ohio. We have ap- 
proximately 33,000 stockholders. Our crude-oil production potentials 
are well in excess of refining capacity. On December 31, 1952, the 
company operated, or had an interest in, over 12,000 oil and gas wells. 
At the close of that year the company had in operation over 3,200 miles 
of trunk and gathering pipelines in Illinois, Indiana, Louisiana, 
Nebraska, Ohioe Kentucky, Texas, Wyoming, and Montana. I might 
pause here to say that our interstate pipeline operations transport only 
erude and products for others as a common carrier. We have 2 
refineries; 1 at Robinson, Ill., with a capacity of 40,000 barrels per 
day and 1 at Lovell, Wyo., of 6,000 barrels per day. Our refined 
products are marketed through 4 terminals, 280 bulk stations, and 
2,500 service stations under the name of Marathon. Our marketing 
is confined primarily to the States of Ohio, Indiana, Illinois, southern 
Michigan, and northern Kentucky. 

Perhaps of greater significance to the subject at hand will be a brief 
picture of our ‘employ ees. At December 31, 1952, we had slightly over 
6,000 employees. For a number of years this has been our approximate 
level of employment. Ten years ago there were 5,500 employees. Our 
employees are located in 24 different States and Canada—approxi- 
mately half of them west of the Mississippi, throughout the Southwest, 
west coast, and Rocky Mountain areas. With the exception of ap- 
proximately 1,000 employees in the Findlay, Ohio, area and 700 in 
Robinson, [ll., where our larger refinery is located, we have no con- 
centration of ‘employees such as might be found in manufacturing 
establishments or companies in our industry with substantial refining 
operations. The average age of our employees is approximately 41 
and over 90 percent are men. Generally speaking, our employees spend 
their working lifetime with us. We estimate that 75 percent of those 
who attain 5 years of service stay to complete 20 years of service. One- 
half of our employees have 10 years of service with the company and 
one-fourth of them, 20 years of service. Approximately 10 percent 
of our employees are represented by organized labor unions and we 
have contracts both with the A. F. of L. and Oil Workers International 
Union—CI0O. 

In general, we have in effect a well-rounded program of employee 
benefit ner Our group life insurance plan went into effect on No- 
vember 1, 1933; group annuity, January 1, 1936; accident and sick 
benefit plan i in 1940, group hospitalization plan, August 1, 1940, and on 
November 1, 1953, there will be going into effect a thrift plan. 
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Participation in our contributory plans—group annuity, life insur- 
ance, hospitalization, and the thrift plan—is entirely voluntary on 
employees’ part. It has been our basic philosophy to extend all of our 
plans on a uniform basis to all employees—we make no distinction 
between supervisors, salaried employees, or wage earners 

Because of your interest in medical and hos pital plans, I should like 
to outline our program in this field. Our first plan adopted on August 
1, 1940, provided hospital and surgical benefits for employees and hos- 
pital benefits only for dependents. It was a new type of program for 
our company and our first start was naturally rather cautious. How- 
ever, we have continuously appraised our program and as we gained 
experience with the plan, and as our insurance carrier gained experi- 
ence with us, we from time to time introduced liberalizing amendments. 

In 1942, extended insurance benefits were introduced to pay for 
pregnancy claims to dependents of employees who had left our em- 
ployment, provided the claim developed within 9 months of the 
employee's leaving. At that time medicines were removed as as an 
exemption under the “Other charges” or “Extras” paid during hospital 
confinement. The following year our daily hospital benefits were 
increased with a corresponding inerease in the allowable for hospital 
extras. 

In 1946, the daily allowance and hospital expense allowables were 
still further increased. In that year the definition of dependents was 
liberalized and the minimum length of stay in the hospital was reduced 
prior to the payment of benefits. 

In 1947, surgical coverage was extended to dependents. The fol- 
lowing year benefits in pregnancy cases were increased, together with 
other rather minor amendments, but all increasing the benefits to 
employees. 

In 1949, a new schedule of surgical benefits was made effective. The 
limitation formerly existent in mental cases of dependents was re- 
moved. 

In 1950, the minimum confinement period prior to the payment of 
surgical benefits was removed and the surgical schedule expanded to 
cover any cutting operation. 

[ should point out at this time that many of the above revisions 
were introduced at the suggestion of our insurance carrier as they 
became more familiar with the risks involved in our case. 

I, personally, have a strong belief that plans of this nature must be 
hand-tailored to the particular group involved. We feel it is necessary 
that we give continuing study to our own experience as well as to the 
cost of hospitalization for our particular group of employees and their 
families. By 1952, we realized that a patchwork method of improv- 
ing our plan was not enough and we began extensive studies toward a 
major revision of our program. We maintain an individual tabulat- 
ing card recording the actual charges to our group in each case of hos- 
pitalization and medical care giving rise to benefits under our plan. 
We found in our studies during = and 1952 that our employees 
wanted more adequate coverage and, being familiar with the cost of 
this protection, they expressed a continued willingness to increase 
their contributions to the plan. 

We have throughout - company regular monthly meetings of all 
of our field employees and through these regular meetings our per- 
sonnel representatives are continuously able to learn the attitude of 
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our employees, and we believe that this, together with our statistical 
studies, resulted in our coming up with a program which is extremely 
well thought of by the participants in the plan. Perhaps there is no 
better evidence of this than the fact that at the present time all but 1 
of our more than 6,000 employees have signed for participation in 
the plan. This individual does not participate because of personal 
religious convictions. Please bear in mind that this high participation 
results from the volunti ary election of our employees to join the plan. 

I would like to again remind you that our employees are, by and 
large, not concentr: ated in single areas. Furthermore, although we 
have many employees in rural communities, we also have employees 
in some larger cities such as Houston, Los Angeles, Tulsa, Indian 
apolis, Dayton, Ohio, and so forth. The wide distribution of our 
employees led us to the conclusion that it would be impractical to 
offer a multiple schedule of benefits to our employees, as some com- 
panies have done, but at the same time our om had to be one giving 
reasonable protection to those in the areas where hospital and medical 
expenses are high—such as California and the large cities, and at the 
same time offer benefits at a reasonable cost to employees in rural 
areas where in some instances a private hospital room can be secured 
for $6 a day. Some companies have met this problem by offering a 
multiple schedule of benefits—or, in effect, several different plans 
each with a separate level of benefits. We had to discard that ap- 
proach, however, because we did not have sufficient concentrations 
of employees. Furthermore, a man who might select a low level of 
benefits to match the rates of his local hospital might be compelled 
to go to another hospital for special treatment and could find his 
protection inadequate. Another factor which we have had to bear 
in mind is the fact that nearly one-fourth of our employees go to pri- 

vate hospitals owned by the doctor. ‘This situation is most prevalent 
in small oilfield communities which exist only because of the discovery 
of oil in that location. 

After an examination of the more standard types of hospital, surgi- 
cal, and medical plans, we discarded that approach and with the fine 
cooperation and assistance of our insurance carrier, came up with our 
present plan which we feel meets our particular problem. Basically 
the plan is a simple one. The employee or his dependents receive 
under the plan full payment for the first $100 of their hospital 
expense, regardless of the segregation of this expense between room 
and board charge and hospital “extras.” All expenses incurred over 
$100 are shared by the plan and the employee under a coinsurance 
arrangement, with the plan paying 75 percent and the employee 25 
percent to a maximum benefit of $2,000. Both employees and their 
dependents receive reimbursement for surgeon’s fees under a standard 
$240 maximum schedule. Nonsurgical cases in the hospital receive an 
allowance toward their doctor’s bills equal to $3 times the number of 
days of hospital confinement to a maximum of $150. The cost to an 
employee only is $1.25 per month. For an additional $2.25, or a total 
of $3.50 per month, an employee and his dependents may participate. 

An illustration from our files will clarify the way in which the 
plan operates : 

In August one of our employees had_an appendectomy. He was 
in a $15-a-day room at the hospital for 7 days—a total of $105. His 
charges for anesthesia, operating room, laboratory, drugs, and dress- 
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ings were $61.59, so his total hospital bill was $166.59. Our plan paid 
the first $100 in full and 75 percent of the balance, or $49.94. His 
surgeon charged him $150 and our plan paid $120—the amount re- 
flected in the schedule. Therefore his total bill for hospital and sur- 
gery was $316.59; the plan paid $269.94, leaving a balance of $46.65 
for the employee to pay. ; , 

I would like to call your attention to several features in connection 
with this plan. If the costs of hospitalization continues to rise, the 
plan does not become less adequate. This would be true if we had 
adopted the type of program allowing a fixed dollar amount for each 
day of hospitalization. Under some plans if the hospital daily room 
charges are increased by the hospital, the increase must be paid entirely 
by an employee. Under our plan, as long as the total hospital bill is 
under $100, regardless of the room rate, the plan covers the charge. 
If the total bill is over $100, the plan pays 75 percent of that excess, 
regardless of the rate of room charge. Secondly, you will note that we 
have not included any particular benefit for a particular illness, such as 

olio coverage. All illnesses receive equal treatment under the plan 
Geter we feel it is the expense of the illness that is important to the 
employee—not the diagnosis of the illness. 

It is my understanding that you have already been informed of the 
philosophy of providing benefits under a coinsurance arrangement 
such as we have incorporated in the hospital reimbursement portion 
of our plan. We believe that this results in the greatest protection at 
the lowest cost to the participants and the company. You will also 
note that we did not include any provision for paying for such items 
as doctor’s visits at the home and office, or X-rays, drugs, and so forth, 
incurred out of the hospital. Our studies indicate that there are a 
few exceptional cases where such expenses may result in a financial 
burden to an individual. Normally, however, no one individual has a 
sufficient number of expenses of this nature at one time so as to result 
in a burden. For all employees taken collectively, the sum total of 
these small cost individual items for all employees and their families 
combined could be quite a sizable amount. If we extended our plan 
to cover these items it would materially increase the cost of the plan. 
For these reasons, we feel that our program at the present time is to 
exclude these items from the coverage and provide insurance only 
against those cases where the individual either is confined in a hospital 
or undergoes surgery. 

One of the most important influences on the operation of our plan is 
that of administration. We have, what I believe the insurance com- 
panies term, a self-administering plan; that is, we maintain our own 
record of participants and pay our own claims under a draftbook 
system. We have trained personnel men throughout all of our field 
areas who are personally acquainted with the employees, the hospitals, 
and the doctors. ‘They thoroughly understand the plan and its pur- 
poses. They are interested in maintaining the highest level of em- 
ployee and community relations. They can promptly investigate a 
claim, determine the amount payable, and personally deliver the 
benefit check. They can explain any questions that may arise in the 
mind of an employee concerning the plan. They can talk with the 
hospital administrator or the doctor if there is any question on the 
application of the plan to a particular case. The insurance company 
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regularly supplies us with interpretations to assist in this administra- 
tion of the plan. 

Our new plan has not as yet been in effect for an entire year. We 
estimate, however, that the company’s share of the aggregate cost of 
the plan will be approximately 50 to 60 percent. I refer to the com- 
bined total cost for both employees’ and dependents’ coverage. Nat- 
urally, should the cost of hospitalization continue to increase, the 
company’s portion of the total cost would rise in proportion to the 
employees’ cost since employees are making a fixed monthly con- 
tribution. 

We have been watching carefully to determine whether the design 
of our plan would result in increasing charges to our employees. 
Although the charges to them are over those of a year ago, we believe 
that this is almost entirely due to the gradual upward trend in these 
charges nationwide and are not attributable to our plan design. Dur- 
ing the first 8 months of this year our plan has paid 89 percent of 
the actual charges to more than 2,200 individuals hospitalized, During 
the year 1952, had our plan been in effect, it would have paid 70 percent 
of the hospital bills in full. In other words, 70 percent of those 
hospitalized would have had 100 percent of their bill paid and would 
not have had to pay anything out of pocket. You will be interested 
in knowing that to date in the operation of our new plan we have had 
a number of cases where benefits have been paid in excess of $1,000. 
We have had only 1 case where the employee’s hospital charge has 
resulted in his receiving the maximum $2,000 payable under the plan. 

I hope that this case histor y is an indication to you of how the Ohio 
Oil Co., with the aid of its insurance underwriter, has been able to put 
into effect a successful program for providing protection to approxi- 
mately 20,000 individuals. 

The Cuarrman. Are there any questions, gentlemen ? 

Mr. Barrett, we certainly thank you for your appearance here today. 
Some of the information you have given is startling, particularly the 
statement that you have made that at the present “time all but 1 of 
your 6,000 employees have signed for participation in the plan. This 
indicates that there is a general feeling on the part of individuals for 
the need of some supplementary means of meeting the cost of illness, 
and I think what you have stated here today shows that need and 
desire on the part of individuals about as well as anything I have ever 
heard in connection with the matter. We certainly compliment you 
on the work that is being done by your organization in providing this 
very necessary relief to your workers 

Are there any further obser ations or questions, gentlemen? 

(The following communication was received from Socony-Vacuum 
Oil Co. :) 

Socony-Vacuum Or Co., INc., 
New York, N. Y., October 16, 1958. 
The Honorable CHARLES A. WOLVERTON, 


Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. Wotverton: Having read in the newspapers some reports of the 
hearing of the Committee on Interstate and Foreign Commerce on hospital and 
medical plans, it occurred to us you might be interested in the details of a plan 
recently put into effect by the Socony-Vacuum Oil Co., Ine., particularly in its 
provisions for prolonged illness. Details of our plan are set forth in the accom- 
panying booklet. 











1304 HEALTH INQUIRY 


Should you wish additional information regarding our plan, I would be glad 
to appear before your committee to discuss it or answer questions any time at 
your convenience, or alternatively to write a letter in answer to any questions 
you may care to ask by mail. 

Respectfully yours, 
WILLIAM H. MONTGOMERY, 
Manager, Industrial Relations. 


Hospirat-SurcicaAL INSURANCE PLAN—Socony-Vacuum Ort Co., INC, 
SCHEDULE OF ISSUANCE 
Here is what you get when you are insured: 
Benefits for you and your dependents 


Hospital expense insurance: 
Daily benefit for room and board: 
For the first 70 days of confinement: Amount charged by the 
hospital up to semiprivate rate, maximum____------~--- __ $12.00 
For the 71st through the 250th day of confinement: One-half 
the amount charged by the hospital up to one-half semi- 


private rate, maximum i lace F saceptrtiteihntnslcodiaelds 6. 00 
Special services: Up to $200 plus three-fourths of the next $1,800 
of charges—total maximum benefit SB eierhaaicbicetst tense tistatenaeiatonte ep aes ee 
Physicians’ hospital attendance insurance, up to ncdetinliglackinhis dntitchbnd toecceteban 250. 00 
puree: operation incurance, Up to. .4..256s5 ne ec seen 250. 00 
Your monthly contribution is: 
Employee insurance only____~-_- ee —— 1. 04 





4. 20 


We share the cost with you. The company pays the difference between the 
net cost of the plan and the fixed amount paid by employees. 


Employee and dependent insurance combined 


ELIGIBILITY AND EFFECTIVE DATE 


Present employees 

All regular employees are eligible to participate in the plan. 
When your insurance starts 

The effective date of the employee insurance will be announced after 75 percent 
of our eligible employees have enrolled. The dependent insurance will be effec- 
tive at the same time if 75 percent of our eligible employees who have dependents 
have then enrolled for that insurance. 

If you have enrolled, your insurance starts on the effective date if you are 
then at work. If you are not then at work, your insurance starts on the day 
you return to work. 

You may not enroll for dependent insurance without also enrolling for em- 
ployee insurance. If you enroll for dependent insurance, all of your dependents 
will be included. 

If you do not have dependents when your employee insurance becomes effective, 
you may enroll for dependent insurance during the 31 days preceding or follow- 
ing the date any person or persons become your dependents. Your dependent 
insurance will then become effective on the date the person or persons become 
your dependents or the date you enroll, whichever is later. 


New employees 

If you are employed after the effective date of the plan, you may enroll imme- 
diately. You will then become insured on the first day of the month next follow- 
ing the date you were employed. provided you are working at that time: if not, 
your insurance starts the next first day of a month on which you are at work. 


HOSPITAL-EXPENSE INSURANCE (NONOCCUPATIONAL) 


If you or any of your dependents become confined in a legally constituted hos- 
pital while covered under the plan, you will be paid the actual amount charged 
for room and board up to the hospital charge tor semiprivate accommodations 
(to a maximum of $12) for each of the first 70 days of confinement. If confine- 
ment jasts more than 70 days, you will be paid one-haif the actual amount charged 
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for room and board up to one-half the hospital charge for semiprivate accom- 
modations (to a maximum of $6) for each day of confinement for an additional 
180 days. 

In addition, you will be paid in full for the first $200 of actual cost of anesthetics 
and administration thereof and charges made by the hospital for special hospital 
services such as laboratory service, use of operating room, drugs, dressings, blood 
transfusions, X-rays, etc., but not services of doctors or special nurses or services 
not related to medical care. If such charges exceed $200, you will be paid addi- 
tional benefits equal to 75 percent of the next $1,800 of charges to a total maxi- 
mum benefit of $1,550. Payment of these benefits will be made only for services 
received during the period you are entitled to benefits for room and board. 

You wiil be entitled to the benefits described above for each separate period 
of hospital confinement of yourself or any covered dependent due to different 
and unrelated nonoccupational injuries or sicknesses. Should less than the maxi- 
mum benefits specified above be payable, and you or your dependent leave the 
hospital and again go to a hospital because of the same injury or sickness or 
for some cause related to it, benefits will be payable while so confined for the 
balance of the maximums specified above. 

If you or any of your covered dependents again become a hospital patient 
for a different and unrelated cause you again become eligible for full benetits 

Benetits start on the first day of hospital continement, provided the confine- 
ment lasts at least 18 hours. However, if the confinement lasts less than 18 
hours and an operation is performed in the hospital or, if because of an accident, 
emergency care is received no later than the day following the injury, benefits 
zre paid regardless of the period of confinement. 

Maternity benefits are described below. 


PHYSICIANS’ HOSPITAL ATTENDANCE INSURANCE (NONOCCUPATIONAL) 


These benefits are payable for the actual amounts charged by a physician 
licensed to practice medicine for professional visits made to you or any of your 
covered dependents during the period of hospital confinement for which you 
are paid daily hospital benefits. 

The maximum amount payable will be $4 times the number of days of hos 
pital continement for which you are paid daily hospital benefits to a maximum 
of $250. However, if a surgical operation is performed during such continement 
the maximum amount of benefits payable to you will be the greater of: 

(a) $4 times the number of days for which you are paid daily hospital benefits 
(to a maximum of $250) excluding any and all such days on and after the 
day the surgical operation is performed and which are due to the injury or 
disease causing the operation, or 

(b) $4 times the number of days of hospital confinement for which you are 
paid daily hospital benefits (to a maximum of $250) less the amount paid on 
wuecount of the surgica! operation. 

These benefits are not payable if hospital confinement is due to pregnancy or 
resulting childbirth or complications. 


SURGICAL OPERATION INSURANCE (NONOCCUPATIONAI 


A few of the operations covered under the plan and the maximum benefit 
payable in each case are listed below. A more complete list of operations will 
be included in your certificate of insurance 


Operation Maximum 


Abdomen : benefit payable 
Resection of stomach or large intestine (including rectum ) __- $250 
Removal, or other operation on gall bladder or liver_- 200 


Appendectomy = 
Cardiovascular System: 
Veins: 
Varicose veins: 
Injection treatment, each treatment (not more than 5)_-----__- 10 
Cutting operation—- ; . bier abee. anna iediew ela» son 
Ear, Nose, or Throat: 


- a 125 


89087—53—pt. 5——10 
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Operation Mazimum 
Tonsillectomy : benefit payable 
Removal of tonsils or tonsils and adenoids: 





Child under 12 years of age $3) 
Ranievos oF otier Cependonts..u.- os wo i ee esend 50 
Nasal septum, submucous resection: 
rN ak ak era Ee entree aieiaoadinl 100 
er nO NN ces eneechanmlaneaanhn catenatum 75 
Endoscopic procedures : 
Cystoscopy : 
With surgical operation (not otherwise classified )__.----------- 50 
Wralievet Garwionl OperRtietia ie ok oie 25 
Fractures, treatment of: 
Spine and Trunk: 
Ribs: 
a rr i eld as ek a lin cbinhe doenavoeniuiantiecbibbeeends 20 
ene NNNN Nk a tt dh i ee kb ebie en aad aintiol 5 
Upper extremity : 
NN Sa a en a ligbisenididemsbpahabesealbenedd 100 
Inert a RU I i oe an ete edict bie a tunhiubbee 100 
Lower extremity: 
a i escalate icles cdlitets ah uiindsicgaitasaSieaitechgdlasites 175 
DI INIII S S  s, eahchi cdicniaeas cdi hails 125 


Genital system: 
Female (gynecology) : 
Hysterectomy, including total or subtotal, supracervical or pan- 
hysterectomy : 
With dilatation and curettage, surgery on tubes, ovaries, liga- 
gs ge ee 175 
Without dilatation and curettage, surgery on tubes, ovaries, 


ienments OF pelvic foor Tepeir............. one nee 125 
Dilatation and curettage (non-puerperal)—------------------.- 35 
Hernia: 
Hernioplasty, herniorrhaphy, herniotomy: 
Neen nn ee eee ac elineebce prema eonencl ace eeemgs 100 
Ne en a thie nasie oslomsvonslismomperiiotacoes 150 
Rectum and Anus: 
Cutting operation or injection treatment for radical cure of hemor- 
rhoids (complete procedure) : 
RS REE RSE SE ae ae OR el Re NEY 75 
I a alee allen iced te dt veidchi dics mar oda 25 
Cee eee Bor meee 10 O60. 6 75 


Benefits are payable for the actual amount charged you by a physician or 
surgeon licensed to practice medicine, but not to exceed the amount specified in 
the policy for such operation. If more than one operation is performed at any 
one time on the rectum or anus, the maximum payment shall not exceed $125, 
and if more than one operation is performed through the same abdominal incision, 
the total payment for all such operations shall not exceed the greater of $175 or 
the maximum payment for that one of such operations for which the largest 
amount is payable. 

The maximum payment for more than one operation performed upon an 
employee or dependent during one period of disability or during separate periods 
of disability due to the same or related cause or causes shall not exceed $250. 

Maternity benefits are described below. 


MATERNITY BENEFITS 
Benefits for disability due to pregnancy or resulting childbirth or complica- 
tions are payable under the plan in accordance with the provisions applicable 
to other disabilities subject, however, to the following: 
Kinds of insurance and marimum payment 


Hospital expense: Reimbursement up to the hospital charge for semiprivate 
accommodations (to a maximum of $10 per day) plus reimbursement for special 
services up to $100, during the first 10 days of confinement. 
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Surgical operation: Delivery, up to $75. Caesarean section, including deliv- 
ery, or abdominal operation for extrauterine pregnancy, up to $125. Miscarriage, 
up to $35. 

These benefits are available only for a pregnancy commencing after the 
insurance on account of the female employee or dependent becomes effective, 
except as follows: 

If a female employee becomes insured on or within 31 days of the effective 
date of the plan and is pregnant on the date she becomes insured, the benefits 
will be payable for that pregnancy. 

A dependent who becomes covered on or within 31 days of the effective date 
of this plan and is pregnant on the date the insurance on her account becomes 
effective, will be eligible for hospital expense insurance or for hospital expense 
and surgical operation insurance for that pregnancy provided she loses similar 
benefits to which she would have been entitled on account of such pregnancy 
under a plan or plans canceled at the time of the adoption of this plan. 


INSURANCE BENEFITS AFTER RETIREMENT 


If an insured employee is retired by the company and meets the requirements 
outlined in the following paragraph, his hospital expense, physicians’ hospital 
attendance, and surgical operation insurance will be continued, subject to the 
provisions of this plan. However, the aggregate of benefits payable on account 
of all periods of hospital confinement commencing, and all surgical operations 
performed, after the date of retirement, shall not exceed each of the allowances 
shown below. 

Such coverage will be continued for any insured employee who contributes 
to this plan continuously for the period of 5 years immediately preceding re- 
tirement while eligible to do so. Periods during which an employee contributes 
to this plan and to any immediately preceding plan providing comparable benefits 
shall be counted in determining the employee's eligiblity for continued insur- 
ance coverage after retirement. 


Mazimum payment for the retired employee and for each dependent on whose 
account the retired employee is insured at retirement date 


DDadie, ete) TOI cat ntencnrcsstaebmennicacneenpimepienightai manila ommaigenntnninen * $1, 920 
In: TERORIIOEEE IR HONE WI crac cose eats irene niet es tases anaes enednlinemenntneniony: "Deg 
Puyeicins Bonita) BiemGeReeiic oss a ce bee es desu... lia 250 
ER a a ee 250 


1In determining the maximum payments of $1,920 for room and board and $1,550 for 
special hospital services, all periods of hospital confinement commencing on and after 
retirement will be considered as one period. Accordingly, benefits for room and board 
after an aggregate of 70 days hospital confinement will be at the 50-percent rate; also, 
benefits for special services after charges aggregating $200 will be at the 75-percent rate. 

Our company will pay the entire cost of this insurance for retired employees 
and their dependents. 

Only those dependents who are covered on the date that the eligible employee 
retires will continue to be covered under the above provisions. Of course, as 
with all other employees, a retired employee’s dependent children will auto- 
matically cease to be covered when they reach their 19th birthday or when 
they marry, if before that time. A retired employee should promptly report 
to the company when he ceases to have any covered dependents. 

All hospital expense, physicians’ hospital attendance and surgical operation 
insurance in effect on a retired employee, including coverage on his dependents, 
will cease automatically upon the death of the retired employee. 


OTHER INFORMATION ABOUT THE PLAN 


How to join the plan 
Just fill out and return your enrollment card to your supervisor, 


No medical examination 


You don’t need to take a medical examination if you enroll on or before the 
day you could first become insured or within 31 days thereafter. That’s one of 
the big advantages of group insurance. However, if you do not join the plan dur- 
ing that period the insurance company may require that you pass a medical 
examination before you can become insured. Likewise, if you do not enroll for 
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dependent insurance you may be required to provide satisfactory proof of the 
good health of your dependents. 


Who are dependents 

“Dependents” are (1) an employee’s spouse, and (2) any unmarried child over 
14 days and under 19 years of age of a male employee or a widowed female em- 
ployee, or of a female employee whose husband is not employed by our company. 
However, any person who is eligible for insurance as an employee of our company, 
or who resides outside the United States and Canada, or who is in the military 
or similar forces of any country or political subdivision thereof, is not included 
in the term “dependent.” The term “child” includes any legally adopted child, any 
stepchild who resides in the employee’s household, and any child supported solely 
by the employee and permanently residing in the household of which the employee 
is the head. 

You may arrange to continue the insurance for a dependent child beyond his 
19th birthday by payment of an additional contribution of $2.08 per month for 
each such dependent. This insurance may be continued while the dependency 
status of such person continues but not beyond the 25th birthday. 

You will receive a certificate 

The Metropolitan Life Insurance Co. will issue a group policy to our company 
setting forth the provisions of the plan. Insured employees will receive individual 
certificates issued by the insurance company outlining their benefits under the 
group policy. The insurance described in this announcement is subject to the 
terms and conditions of the group policy. It is hoped that the plan will be con- 
tinued indefinitely through the years, but our company necessarily reserves the 
right to terminate or change the plan in the future insofar as it is not inconsistent 
with any working agreement. Any such action, naturally, will be taken only after 
careful consideration. 

If you leave our employ 

If you leave our employ you may make arrangements to continue the insurance 
benefits under this plan up to 2 years by paying the required contribution which 
will be approximately twice that required while in active service. Otherwise, 
insurance under this plan ceases upon termination of service. 


EXTENDED MEDICAL EXPENSE INSURANCE PLAN—SOCONY-VACUUM 
OIL CO., INC. 


To our employees “exempt” under the Fair Labor Standards Act:’ 

You will be pleased to know that we have made arrangements with the Metro- 
politan Life Insurance Co. to make available to you, at your own expense, a 
plan of extended medical expense insurance. This plan, which supplements the 
new hospital-surgical insurance plan, is briefly described on the following pages. 

This new coverage will help you to meet heavy additional costs of the unusual 
cases of severe or prolonged sickness or injury, when medical expenses may run 
considerably beyond those covered under the basic hospital-surgical insurance 
plan. 

We are convinced that this plan offers you an easy and economical way to help 
fill an imporant insurance need and that you will want to take advantage of it. 

Socony-Vacuum Ort Co., Inc. 


ELIGIBILITY AND EFFECTIVE DATE 


All employees who are eligible to participate in the basic hospital-surgical 
insurance plan and who are classified as “exempt” under the Fair Labor Stand- 
ards Act are eligible for the extended medical expense insurance. 

You may enroll for the employee extended medical expense insurance only if 
you are also enrolled under our basic hospital-surgical insurance plan. Simi- 
larly, you may enroll for dependent extended medical expense insurance only 
if you are also enrolled for the dependent coverage under the basic plan. 

The employee extended medical expense insurance will be effective after at 
least 75 percent of our eligible employees have enrolled for such coverage. The 
extended medical expense insurance for dependents will become effective at the 





1In view of widespread interest on the part of other employees, the plan has been made 
available to all employees of Socony-Vacuum Oil Co. 
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same time provided at least 75 percent of our eligible employees with dependents 
have then enrolled for such coverage. 

You may not enroll for dependent insurance without also enrolling for employee 
insurance. If you enroll for dependent insurance all of your dependents will be 
included. 

Your employee extended medical expense insurance will become effective on 
the effective date of the plan if you enroll and are then at work: otherwise on 
the day you return to work. Your dependent extended medical expense insur- 
ance will become effective at the same time if you have enrolled for that coverage. 

If you do not have dependents when your employee insurance becomes effective, 
you may enroll for the dependent insurance during the 31 days preceding or 
following the date any person or persons become your dependents. Your depend- 
ent insurance will then become effective on the date the person or persons become 
your dependents or the date you enroll, whichever is later 


SUMMARY OF PROVISIONS 


If, as a result of nonoccupational sickness or injury, you incur medical ex- 
penses as described below, while under the care of a physician or surgeon, you 
will be paid 75 percent of the amount by which such expenses, during a medical- 
expense period (described below), exceed the sum of (a) any other benetits pay- 
able for such medical expenses under the provisions of our basic hospital- 
surgical insurance plan and any other plan, and (6) $100 if your basic annual 
earnings are less than $10,000 or $150 if your basic annual earnings are $10,000 
or more. 

The maximum benefits payable to any individual on account of all injuries or 
sicknesses are $5,000 

It is not necessary that you be confined to a hospital to be eligible for these 
benefits. 


Medical expenses 

The term ‘medical expenses” means any reasonable charges incurred by you 
for the following types of medical services performed or prescribed by a physician 
or surgeon licensed to practice medicine: 

Hospital room and board, except for any charges over $20 per day. 

Services of physicians or surgeons, including specialists, in or out of the 
hospital 

Services of registered nurses in or out of the hospital. 

Also, the following services when not rendered in connection with hospital 
confinement : 

X-rays and other diagnostic laboratory procedures. 

Drugs and medicines, 

Rental of iron lung or other durable equipment required for temporary thera- 
peutic use. 

Oxygen and its administration. 

Anesthetics and the administration thereof. 

Blood transfusions, including cost of blood. 

X-ray or radium treatments. 

The plan does not cover expenses incurred for pregnancy or resulting child- 
birth, miscarriage or Caesarean section, or for prenatal or postnatal care. How- 
ever, if there are severe complications, any additional “medical expenses” due to 
such complications will be covered. 

The plan does not cover expenses for any kind of dental service, eveglasses 
and hearingaids or examination for prescription or fitting thereof, periodic health 
checkups, surgery or treatment for cosmetic purposes, expenses arising out of 
injury or sickness due to an act of war: nor does it provide benefits for any 
services for which the person receiving them is not required to make payment, 
nor for expenses for which the individual receives payments as the result of 
a legal action or settlement. 

Medical-expense period 

Benefits payable under this plan are determined separately with respect to 
each medical-expense period. A medical-expense period begins with the first 
day of which you are under the care of a physician for the treatment of a 
sickness or injury. It continues to the earliest of the following dates: 

(a) The date of full recovery from the sickness or injury. 

(b) The date when no medical care has been received and no medical expenses 
have been incurred for a period of 2 months. 








1310 HEALTH INQUIRY 


(c) The date 12 months following the date of commencement of the medical 
expense period. If a medical expense period extends for 12 months and you 
have not recovered from the sickness or injury, then a new medical expense 
period shall commence immediately after the end of such 12 months period. 

If during a medical expense period the benefits are less than the $5,000 maxi- 
mum, the maximum benefits payable during one or more subsequent medical 
expense periods will be the balance of the $5,000 which was not previously paid. 
Dependent benefits 

Benefits will be available for expenses incurred on account of a covered 
dependent on the same basis described above. 

The extended medical expense insurance for any dependent who is, on the date 
such insurance would otherwise become effective (or was, at any time during 
the preceding 31 days), confined in a hospital, sanitarium or other institution 
for care or treatment, or under the care of a physician or surgeon because of a 
disabling physical or mental sickness or injury, shall not become effective until 
the insurance company accepts as satisfactory, evidence furnished by the em- 
ployee of the insurability of that dependent. 


Monthly cost to you for extended medical expense insurance 
I eed acne es cca iamamanenenuiaet $1. 44 
en nt I Cg hetinidcte nnn acm wemmneee 3. 44 

Your contribution may change in the future as required by the actual expe- 


rience under this new coverage. If any change is to be made, notice of the con- 
tribution required thereafter will be given to all enrolled employees. 


Monthly cost to you for combined basic hespital-surgical insurance and extended 
medical expense insurance 
Your monthly 





For employee only: contribution 
A i ee ash dl lai sels esol aoe cael Ate $1. 04 
Extended medical expense insurance____...--.-.---..---._.-...-..- 1. 44 

ROGUE TUR cen ect a ee ls al chil Sldilics cobain) GQ 4B 

For employee and dependents: 

I aca eR eR eee eh ee al ag ee 4. 20 
Extended medical expense insurance_.__....._....----.----.....--. 3. 44 
NNN WIN csi cit enecaceide es ee levasealpecircee is me eecitcieeie ds a cee tn plese le dade 7. 64 


OTHER INFORMATION ABOUT THE PLAN 


No medical examination 


You don’t need to take a medical examination if you enroll on or before the 
day you could first become insured for extended medical expense insurance, or 
within 31 days thereafter. However, if you do not enroll during that period the 
insurance company may require that you pass a medical examination before you 
can become insured for such insurance. Likewise if you do not enroll for the de- 
pendent insurance you may be required to provide satisfactory proof of the good 
health of your dependents. 


Who are dependents 


“Dependents” are (1) an employee’s wife, and (2) any unmarried child over 
14 days and under 19 years of age of a male employee or a widowed female 
employee, or of a female employee whose husband is not employed by our com- 
pany. However, any person who is eligible for insurance as an employee of our 
company, or who resides outside the United States and Canada is not included 
in the term “dependent.” The term “child” includes any legally adopted child, 
any stepchild who resides in the employee’s household, and any child supported 
solely by the employee and permanently residing in the household of which 
the employee is the head. 


Termination of employment—retirement 


This insurance will cease upon termination of employment with our company 
or retirement from active service. 
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It is hoped that the extended medical expense insurance will be continued 





indefinitely, but the insurance company and your employer reserve the right to 
terminate or chunge the coverage in the future 
On the following pages are examples showing how the plan works. 
Erample A 
Benefits ng 
Bill Cc pay ig 
ills ost é 
. und s i led in 
plan ¢ . 
ui plan 
Hospital room and board, 50 days, at $20 per day $1, 000 $600 $400 
= Eee 200 ii iindeientied 
Nurse: 
At hospital, 10 days he ene 300 
At home, 5 days 7 7 
Surgery (kidney removal 500 200 300 
Post-operative doctor attendance ” 200 . 200 
WS Sh cisiihticeainet ealaliie abe cashed 2, 275 1, 000 1, 275 
a ae a cae dee ey 
SIE SNS i cea cist teenie a ee ee 
lara oaceectcncndomoernes Gy eines Sere has icin dcneie ee huhu ee 
Deductible i a i i Be A a * 100. 00 
Ber leaving RS ee Seckinb esate Seri eenaiaenhen 1, 175. 00 
Extended coverage pays (75 percent of $1,175) - aaee 881. 25 
Te a a at 2, 275. 00 
OOO, TRIN I icsnnicisnnintina nid caleiniamsct gies alata tina eanetapampeire ta 1, 881.25 
OU tow! i aL cia eal E05. See 398. 75 


11f the employee’s basic annual earnings are $10,000 or more, the amount deductible 
is $150. 


Example B 


Remaining 

— — Je und medical 

Bills Cost | Bene on res . le under expenses 
one ae included in 


this plan 


Hospital room and board, 300 daysat$15perday.| $4, 500 | (70X$12 and 180X$6) $1, 920 $2, 580 











Hospital special services 1,000 | ($200 and 75 percent of $800 
S00 

Nursing 300 300 
Physicians’ fees 1,200 | (Maximum of schedule) __.250 950 
Total 7,000 2 ..2, 970 3, 830 
I Tas ch ai Re tenn len etal cinta tienlacn theit ely alliance et edaias $7, 000. 00 
PE Dar CAS a in ites cs cast eset ne tniarin tn nip ceo itntpainnidnaa ais ining 2, 970. 00 
PIII TI, CRONIN. 1 a cc teettiannininlabminmaneaiieemgmiena enna 3, 830. 00 
RINE cB ia astach tetisbe do les ete clenching abc catiiastbcchcntrtavabretinabeatts abdain tabearaantane Jui * 100. 00 
GR I iii cl nteintcntbacciciinsineiennaininaiencenniciaihaabantiogs _.. 3, 730. 00 
Extended coverage pays (75 percent of $3,730) ---------------------- 2, 797.50 
a a os atuesinlslda ab abl tga dis ipianeieren cies abenadadageeeiniaen sinaaimratniathtinnnte 7, 000. 00 
Total benefits paid___......-.......--.......-.....-..——-----~.~-------- 5, 767. 50 
FARES B® CROC nsec en cepsecn pene enwemioegsecoweaenen= 1, 232. 50 


1If the employee's basic annual earnings are $10,000 or more, the amount deductible 
is $150. 
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Example C—Iliness at home 


it Remaining 

| —- <4 medical ex- 

Bills Cost an +s heats | _ expenses 

‘1. | included in 

pian | this plan 
Nursing, 50 days at $12 per day $600 $600 
Physicians‘ charges 1,215 1, 215 
Medicine ‘ 120 120 
Total 1, 935 1, 935 
TO a ls ES ee ee $1, 935. 00 
Paid by basic plan-_--_~-~-- kash catia gue’ teins nse ose melden saa, eieaeenleaa ae 
a a 5 a ee | 
SE 2 ee oe he eee *100. 00 
OSE ee ae ae eae eee eee ee ee oe - 1,835.00 
Extended coverage pays (75 percent of $1,835) _-_-----------.------ 1, 376. 25 
SNE I cn earnest a eriaeeacninaaen anand tinned cmmoniaoeneditenmaeaamapaten 1, 935. 00 
SU OUNUININC NN etic eet gale si ame iad 1, 376. 25 
Paid by employee___.__------_- Berets 9e 2 eer re ee ras ne 558. 75 


1 7 the employee's basic annual earnings are $10,000 or more, the amount deductible 
s $150 

The Cuamman. Are there any questions? If not, we will call the 
next witness, Mr. Edwin J. Faulkner, president of the Woodmen Cen- 
tral Life Insurance Co., of Lincoln, Nebr. 

At this point in the record we will insert pertinent informa- 
tion in regard to the background and experience of Mr. Faulkner in 
this type of work. 

(The matter referred to is as follows:) 


BroGRAPHY OF EpwiIn J. FAULKNER 


Edwin J. Faulkner is president of the Woodmen Central Life, Woodmen Acci- 
dent, and Woodmen Central Assurance Co. in Lincoln, Nebr. 

Born at Lincoln, he was educated in the Lincoln public schools, University of 
Nebraska (liberal arts, 1932), Wharton School of Finance, University of Penn- 
sylvania (graduate work in insurance MBA, 1934). Began with Woodmen 
Central Health Co., as claim auditor, 1931; elected treasurer 1932; assistant to 
president of Woodmen Accident Co., 1934; vice president, Woodmen Central 
Life, 1936. Elected president of the three companies, August 30, 1938. He was 
president of the Health and Accident Underwriters Conference, 1950-51. He is 
a member of the Commission on the Financing Hospital Care. Author of Acci- 
dent and Health Insurance, published by McGraw-Hill Book Co., December 1940. 
Served in United States Army Air Forces as a lieutenant colonel, 1942-45. 


STATEMENT OF EDWIN J. FAULKNER, PRESIDENT, WOODMEN 
CENTRAL LIFE, WOODMEN ACCIDENT, AND WOODMEN CENTRAL 
ASSURANCE CO., LINCOLN, NEBR. 


Mr. Fautkner. Thank you, Mr. Chairman and gentlemen of the 
committee. 

My name is Edwin J. Faulkner. Iam president of Woodmen Acci- 
dent and Associated Cos. of Lincoln, Nebr. These companies, estab- 
lished in 1890, are legal reserve companies issuing life, health, acci- 
dent, and hospital insurance. I am a past president of the Health 
and Accident Underwriters Conference, a trade association represent- 
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ing insurers having 65 percent of the individual accident and health 
insurance in force in the United States. I am chairman of the acci- 
dent and health insurance committee of the Life Insurance Agency 
Management Association, and a member of the accident and health 
committee of the American Life Convention. 

I wish to describe briefly and generally the purposes, extent, and 
methods of operation of accident and he alth insurance with particular 
reference to individual cove rage as distinct from group coverage. 


HAZARDS TO THE HUMAN LIFE VALUE 


Four hazards to which every income producer is subject are (1) 
premature natural death—dying too soon; (2) economic death—living 
too long; (8) disability due to accident; (4) disability due to disease. 

Life insurance is the instrument that affords protection against the 
first two hazards. By means of its contracts, it is possible to guarantee 
against the economic consequences of the husband’s or father’s death, 
and to protect against the time when the insured’s earning days are 
over and when he might otherwise become a burden to the family. 
Disability insurance finds its function in continuing the income of the 
insured during the time when, by reason of injury or illness, he is 
unable to work. It has an important collateral function in indemni- 
fying the insured against the heavy additional expenses which dis- 
ability nearly always entails. 


EXTENT AND COST OF DISABILITY 


Disability respects no man. Many surveys of the extent of illness 
and injury have been made during the past 35 years. " Depending on 
the definition of illness used and the method of gathering the data the ‘Vv 
have revealed that from 114 percent to over 5 percent of the popula- 
tion is disabled at any one time. It is believed that on the ave rage 
there is one recognized case of illness per person per year. The Na- 
tional Safety Council ae ited that in If 52, accidents resulting in 
injury or death cost the American people upward of $4,900 million. 
Consumer expenditures for medical and health service of all types 
amounted to $9,600 million in 1952. It has been noted by actuaries 
that sickness rates tend to rise while mortality rates, except in the 
older ages, are declining. This trend stems from the fact that greater 
numbers of people survive into old age, the time when sickness is a 
its maximum intensity. Additionally many injuries and illnesses 
which formerly resulted in short periods of terminal disability are 
no longer fatal but do result in longer periods of disability. It is ob- 
vious that loss due to disability is a hazard to which all Americans 
are subject and one that takes a heavy toll. 


THE SERVICES OF ACCIDENT AND HEALTH INSURANCE 


In summarizing the services performed by accident and health in- 
surance it should be recognized that it is neither desirable nor prac- 
tical for the insurer to attempt to absorb on behalf of ere insured the 
entire impact of wage loss or medical care costs. Were the insurer to 
attempt to assume the entire cost of d lisability, insurance premiums 
would have to be increased to a level that would be beyond the reach 
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of many people. Insurers acknowledge this in their underwriting 
practice by the use of coinsurance clauses or deductibles. A coinsur- 
ance clause in accident and health insurance contracts provides that 
the insurer and the insured will share the loss on some agreed basis 
such as 80 percent to be paid by the insurer and 20 percent by the in- 
sured. A deductible is a contract clause specifying that the insured 
shall bear the first dollars of loss up to the amount stated, the i insurer's 3 
obligation attaching to the excess. It has been aptly said that ‘ ‘any 
benefit, the enjoyment of which is not necessarily inconsistent with the 
desires of the insured is foredoomed to underwriting failure.” Ap- 
plying this principle to accident and health insurance requires that 
indemnity for wage loss shall absorb the major portion of the loss but 
not the entire loss. So it is common for insurers not to provide in- 
demnity in excess of 80 percent of the applicant’s average earned in- 
come. In the same vein a deductible or coinsurance provision for hos- 
pital, medical, surgical, or miscellaneous expense helps to keep down 
the cost of insurance. The service of disability insurance runs to pro- 
tecting the insured against substantial loss without attempting to pro- 
tect him against all loss. The primary function of disability insur- 
ance is income protection. It provides a means of support for the 
insured and his family when accidental injury or sickness strikes. For 
most people, inability to work means cessation or drastic reduction 
of income. Disability insurance indemnifies the insured against this 
loss. 

I have stated before that accident and health insurance is an in- 
tensely human business. One cannot be long engaged in the business 
without experiencing the thrill that comes from seeing accident and 
health insurance in action. Perhaps an actual example or two drawn 
from the files of my own company will explain what I mean. I recall, 
for instance, the 18-year-old gas station attendant at Miller, S. Dak., 
to whom we issued a small commercial accident policy providing 
indemnity of $60 a month for total disability. Less than 2 years after 
that policy was issued the insured sustained a fractured cervical 
vertebra with resultant complete paralysis of his legs. He is confined 
to a bed or a wheel chair, but the $60 a month that he has received 
from his insurance has permitted him to meet his living expenses and 
encouraged him to make an effort to rehabilitate himself. 

I think also of the young mother, a beautician, living in Long Beach, 
Calif., to whom we issued a commercial accident and health policy 
providing total disability benefits of $100 a month limited to 3 years 
and hospital benefits up to $6 per day for hospital board and room. 
This policy was issued on July 14, 1949. On October 4, 1949, this 
young woman was disabled by tuberculosis. The $3,420 that she 
received from her insurance during her 34 months disability kept her 
home together and eased her worries during the time that she was 
confined to a sanitarium effecting a recovery. 

I think of the laundress in Lincoln, Nebr., who was insured for $100 
per month under a commercial accident ‘and sickness policy. On 
June 1, 1947, she slipped, fell, and injured her back. Surgical cor- 
rection failed to give relief. The $6,000 that was paid her went a 
long way toward keeping a large family together and defraying the 
extra expense occasioned by her disability. These are typical examples 
that can be duplicated in the files of every insurer. 
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A second and growing purpose of accident and health insurance is 
to furnish funds for the cost of medical care, thereby assuring adequate 
treatment which promotes prompt recovery. No small factor in put- 
ting the insured back on his feet is the relief from financial worry 
which accident and health insurance provides. So often high-tension 
living and the very fear of insecurity cause or intensify illness. To 
the extent that accident and health insurance relieves its insureds of 
worry over the financial consequences of disability, it promotes recov- 
ery and reduces the incidence of diseases to which worr y contributes. 

The forward sweep of medical science has entailed complicated and 
expensive diagnostic techniques, increased hospitalization, and the 
use of more expensive therapy. The load of expense from even sick- 
nesses of moderate severity has increased markedly in the past decade. 
In no small degree the popul: ity of accident and health insurance 
has stemmed from fear that the costs of medical care will result in 
acute financial embarrassment. When disabled the income producer 
becomes a large-scale consumer. All the ordinary expenses continue 
and there are heavy additional burdens. Accident and health insur- 
ance is the prop that maintains the insured’s credit structure. It 
permits him to seek medical care without hesitation and without the 
indignity of charity or assistance. I recall the case os 1 mother out 
in Pueblo, Colo., who wrote my company on September 9, 1953, about 
her son who was a victim of bulbar poliomyelitis. We hind insured 
the youngster ag ainst the costs of medical care due to polio up to a 
maximum of $5,000. That boy’s mother wrote us: 

I have several bills for Kenneth, but I know we have received nearly all of 
the $5,000 insurance money, so will only send the hospital bill. Kenneth had his 
left foot stabilized. He is still not recovered, but thanks so very much for the 
very prompt way you have taken care of the bills. I don’t know what we would 
have done without your insurance. 

Letters like that drive home a realization of the tremendous job 
that accident and health insurance is doing. 

Small losses can be vitally important to the average person. For 
instance, I recall a farmer at Lone Tree, N. Dak., who wrote my 
company on June 12, 1953, after receiving $426 because of 4 months 
disability due to pneumonia: 

I thought I would write you a few lines to let you know I am well pleased with 
the settlement I received on my insurance. I don’t know how I would have 
been able to pay doctor and hospital bills if I had not had your insurance. 

Accident and health insurance has other important functions. In 
times of disability it meets the insured’s installment-loan payments, it 
pays the premiums on his life-insurance policies, it provides employers 
important protection on the time of their key employees. The benefits 
of accident and health insurance accrue directly to the insured and his 
family, but indirectly they help the grocer, the landlord, the doctor, 
in fact, the entire community of which the insured is a part, for the 
status of our society is but a reflection of the wellbeing of its indi- 
vidual members. 

It is significant that accident and health insurance performs these 
functions within the framework of our economy and in complete har- 
mony with the principles of individual initiative, thrift, and indi- 
vidu: al free choice of doctor and hos spital. Accident and health insur- 
ance is a peculiarly American demonstration of the ability of our 








1316 


[EALTH INQUIRY 





people to provide sound answers to social problems without the help 
of Government. 


THE ROLE OF INDIVIDUAL INSURANCE 


It is important to recognize that individual accident and health in- 
surance and group accident and health insurance play complementary 
roles in the indemnification of loss due to disability. Group insur- 
ance is designed to provide a floor of protection primarily for em- 
ployed groups or associations formed for purposes other than secur- 
ing insurance. By its very nature it cannot be tailored to the indi- 
vidual needs of all members of the group. For those whom it insures 
group insurance provides basic protection. Individual insurance is 

exceedingly valuable as a means of reaching the many who are self- 

employed or for some other reason not re: ached by group covers age. It 
has an equally significant role to play in providing benefits that are 
supplementary to group benefits giving each individual the oppor- 
tunity to raise the level « . his own insurance program to the scale 
dictated by his personal needs. Individual insurance is tailored to 
the i needs of ay individual in a way that group insurance 
cannot be. 

Accident and health insurance is provided in this country by an 
estimated 600 different insurers. In no insurance line is there a 
greater heterogeneity of type of insurer or kind of coverage. Acci- 
dent and health insurance is offered by stock, mutual, and fraternal 
insurers. They may issue only accident and health insurance; they 
may be multiple-line casualty companies or they may be life insurers. 
Their free competition has provided the American citizen with the 
greatest possible range of choice as to kind of coverage and benefit. 
‘Their open, free, and keen competition has been the greatest stimulus 
to successive improve ment and broadening of cover age and to con- 
tinuous experimentation and progress in the public interest. This 
free competition has been a most effective method by which cost of 
insurance is controlled. Since accident and health insurance has not 
been burdened by a statutory standard policy form, insurers have been 
able to develop continuously newer and better forms of coverage to the 
great benefit of the insuring public. 


INDIVIDUAL POLICY BENEFITS 


Individual accident, health, and hospital policies are those issued by 
an insurer to a particular named insured for his own protection or in 
many cases of hospital and medical expense coverage to the named 
insured and the members of his immediate family. The individual, 
for himself, selects exactly the kind of coverage that he desires. On 
December 31, 1952, 91,667,000 Americans were insured under various 
forms of voluntary hospital insurance. Of that number, 22,254,000 
enjoyed such hospital coverage under individual policies. Of the 

73,161,000 persons insured for surgical expenses, 19,196,000 were 
covered by individual contracts. Of 35,797,000 insured against medi- 
cal expenses, 5,118,000 had such coverage under individual policies. 
At the end of last year 37,738,000 of our citizens had voluntary cover- 
age against loss of income due to disability. Of them, 12,839,000 were 
insured under individual policies. 
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A typical individual hospital policy will provide a stipulated daily 
benefit to meet the charge of the hospital for room, board, and general 
nursing service. This benefit may be either on an indemnity or a 
reimbursement basis. If it is on an indemnity basis, the flat sum 
insured will be paid irrespective of the actual charge of the hospital. 
If it is on a reimbursement basis, the insurer will pay to the insured 
the actual amount charged for the hospital room and board up to the 
daily limit stated in the policy. A typical individual policy today 
will pay $8 or $10 per day for hospital board and room. A few policies 
are now being issued with daily room benefits as low as $6 or $7 and 
some with benefits as high as $15 per day. Formerly the hospital- 
room benefit was payable up to 30 days for any 1 period of hospital 
confinement. The common practice today, however, is to allow the 
daily room benefit up to 100 days for any 1 period of hospital con- 
finement. Some contracts are available with a limit of 180 or 365 
days. No limit is placed on the number of hospital admissions for 
which the insured will be eligible for benefit in any one year and no 
restriction is placed on the insured’s choice of hospit: al facility. 

Surgical benefits are normally provided by inclusion in the policy 
of a schedule enumerating various surgical procedures. A limit of re- 
imbursement or indemnity is fixed for each such procedure. The 
schedule now in most common use provides a maximum of $250 for 
the more serious surgical operations graded down to $10 for such 
simple procedures as suturing of minor cuts and abrasions. It is com- 
monly provided that if the surgical operation that the insured under- 
coes is not listed in the schedule the insurer will pay a benefit based 
upon the reimbursement or indemnity provided in the schedule for an 
operation of like ey) The insured may purchase surgical bene- 
fits with a $100, $250, $300, or $500 maximum. The insured enjoys 
free choice of his surgeon. 

There are a variet y of medical benefits provided in individual acci- 
dent, health, and hospital policies. The insured may select a limited 
type of medical benefit that provides a daily maximum of $3 or $5 to 
be paid him for each call made by or to the physician in nonsurgical 
cases. There is usually a maximum of $150 or $250 for such benefit. 
In accident insurance the benefit commences with the first call of or to 
the physician. With sickness insurance normally the first 2 or 4 calls 
are eliminated from coverage. In accident insurance complete medical 
reimbursement is frequently found. This is blanket coverage of all 
medical, hospital, surgical, nurse, and drug expenses and is issued on 
an unallocated basis anes only to the selected maximum amount 
which m: Ly be $1,000, $5,000, or $10,000. 

A recent deve sJopment and one of much promise is the major medical 
expense type of insurance. It is issued on an individual as well as a 
group basis. It incorporates a deductible of $300 or $500 and then 
usually provides for coinsurance of medical, hospital, and surgical ex- 
penses above that sum with the insurer reimbursing the insured for 
(5 or SO percent of such expenses. ‘The coinsurance provision is im- 
portant because of discouraging unnecessary utilization of hospital 
and medical services it helps keep the cost of the insurance low and 
safeguards overtaxing the facilities of hospitals and the time of our 
doctors. Some plans of major medical expense insurance require 
initial hospitalization of the insured; others do not, requiring simply 
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that expense be incurred during the period when the insurance is in 
force. Except for a limit of $10 or $15 per day to apply on hospital 
charges for room and board, major medical expenses coverage is an un- 
allocated blanket type of insurance. The insured may purchase a 
$3,000, $5,000, or $10,000 limit on the amount of benefit to which he is 
entitled for any one disability. 


EXTENT OF POLICY BENEFITS 


Weekly or monthly indemnity for total disability is uniformly 
limited to 80 percent or less of the insured’s average earned income. 
Few companies will issue less than $10 or $12 per week and obviously 
there is little call for a lower weekly benefit. Most insurers do not 
issue loss of income benefits in excess of $400 or $500 per month or 
participate in lines of coverage in excess of $800 or $1,000 per month. 
There are several reasons for this. First of all, the demand for larger 
amounts of indemnity is small compared to the demand for smaller 
monthly benefits. Then, too, insurers have found that insurance costs 
tend to rise in proportion to the amount of the indemnity issued. In 
the interest of keeping insurance costs at reasonable levels, insurers 
prefer not to underwrite the so-called jumbo lines, The amounts of 
indemnity available are adequate to meet the living expenses of the 
Cisabled insured on a reasonable basis. Subject to these limitations it 
is possible for the insured to secure coverage to the extent of 75 to 80 
percent of his actual average earned monthly income. Weekly or 
monthly benefits may be issued for 26, 52, 104 weeks, 5 years, or even 
lifetime. Lifetime indemnity is more common in accident insurance 
than in sickness insurance. It is usual to find a limit of 1, 2, 5, or 10 
years on the period for which loss of time benefits will be payable in 
the event of sickness. 

Individual accident insurance including that coverage given the 
expense of accident in hospital and surgical policies, is effective with 
the date of policy issue. It is uniform practice to defer the effective 
date of sickness insurance 10, 15, or 30 days from the date of issue. 

sy thus discouraging or eliminating payment of benefits for disability 
due to sickness that is anticipated by the applicant, the insurer is able 
to keep the cost of insurance within the reach of most people. This 
provision also serves to protect the broad mass of policyholders against 
the claims of those who wait to buy insurance until disability is 
expected. 

The tendency in modern individual accident and health insurance 
is to reduce the number of diseases that are excluded from coverage. 
Some policies contain no exclusions other than disability the result of 
war or act of war. Among the diseases more commonly excluded in 
individual accident and health insurance are those that eliminate 
coverage of mental derangement or disorder, syphilis, and venereal 
disease. Mental infirmities are commonly excluded for two reasons. 
Many of them are difficult to establish, are of long duration, and if 
covered would serve to increase the cost of the insurance substantially. 
Second, facilities for the treatment of the mentally deranged are 
provided by the taxpayers in every State. Syphilis and venereal dis- 
ease are commonly excluded for reasons of patio policy. Nearly all 
individual contracts provide that the loss must be due to a disease 
contracted and commencing during the period the policy is in force. 
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The reasons for the exclusion of diseases not so contracted is obvious 
since the insurance is designed to cover a specific time period and 
premium is paid for that time period. To cover disease existing at 
time of issue would substantially increase the cost of protection to all 
insureds. 

Nearly all policies issued today incorporate a clause captioned “Time 
Limit on Certain Diseases.” In noncancelable guaranteed renew- 
able policies this clause is captioned “Incontestable Provision.” In 
substance these clauses declare that after 3 years from the date of 
issue of the policy the insurer cannot avoid the policy or deny claim 
for loss or disability commencing after the expiration of such 3-year 
period, because of misstatements in the application except fraudulent 
misstatements. Nor can any such claim be denied or reduced after 
3 years of the date of issue of the policy on the ground that a disease or 
physical condition not specifically excluded from coverage had existed 
prior to the effective date of the policy. This clause, which was widely 
used prior to the time that it was included in the uniform individual 
accident and sickness policy provisions law stabilizes the coverage and 
eliminates most questions of coverage because of preexisting condition 
or disease. 

RENEWABILITY OF POLICIES 


Individual accident and health and hospital policies fall into two 
categories with respect to renewability. ‘They are either guaranteed 
renewable to a specific age such as age 65, or the option of accepting 
renewal is reserved to the insurer, in which case the contract is gen- 
erally referred to as a commercial policy. Likewise, with respect to 
cancelability, individual policies fall into 1 of 2 categories. They may 
be canceled by the insurer without prejudice to any pending claim by 
written notice to the insured and the return of the pro rata unearned 
premium or they may be noncancelable during the term for which 
the premium has been paid and accepted. Guaranteed renewable 
policies are, of course, noncancelable. 

Commercial accident, health, and hospital policies are available a 
lower premiums than guaranteed renewable policies because they do 
not present so great a “yisk that the whole body of insureds will be 
imposed upon by the few who would seek to receive benefits unfairly. 
Guaranteed renewable policies require a higher premium than com- 
mercial coverage because the insurer cannot divest itself of the risk of 
the malingerer, the chap who likes to take his vacation at the expense 
of his fellow policyholders, or the insured who “enjoys poor health.” 
More commercial policies than noncancelable policies are bought by 
the insuring public because of the lower cost involved. Most people 
can devote only a certain part of their income to insurance. On a com- 
mercial basis the premium dollar will buy larger benefits than on a 
noncancelable basis. Each form has its particular advantages and role 
to play, but the commercial form makes it possible for a vastly larger 
number of Americans to have the benefit of accident and health insur- 
ance than would be the case if only the noncancelable form were avail- 
able. It is the accepted practice among insurers to terminate commer- 
cial coverage either by refusal of renew: val or outright cancellation only 
when such action is ‘clearly warranted on the basis of claim fraud, 
malingering, or an unreasonable record of repeated claims. The right 
to terminate is used sparingly, and such terminations for most com- 
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panies affect but a very small part of the business in force. Nationally, 
four-tenths of 1 percent of individual commercial accident and health 
insurance is terminated by the insurer. While this is indeed a very 
small fraction of all insureds, the cost of continuing to insure those 
whose policies are terminated would be very substantial, and would, 
of course, be reflected in the premiums paid by all insureds. 


WHO MAY HAVE INDIVIDUAL INSURANCE 


Individual hospital-, surgical-, and medical-expense policies are 
available to cover not only the insured but his dependent spouse and 
dependent children. Normally the infant becomes eligible 14 days to 
3 months after birth, and the child continues to be eligible for inclu- 
sion in the family group coverage until the attainment of age 19 or 
prior marriage. 

It is the common practice of insurers to issus loss of income protec- 
tion effective during the normal income-producing years. Some com- 
panies limit the issuance of new sickness insurance to risks under age 
60, Others will issue to age 65. Some insurers terminate loss of income 
protection at age 70. Others continue it in force so long as the insured 
is regularly employed in a gainful occupation. Hospital insurance 
and medical-expense reimbursement coverage is generally available to 
age 70, and many companies have no age limit beyond which they will 
not issue hospital and surgical protection subject to a proper rateup 
dictated by the heavier incidence of hospital and surgical expense at 
the older ages. 

In the matter of age limits as in type of benefit provided there is the 
greatest variety of practice by insurers. This permits the individual 
to select for himself exactly the kind of coverage that he needs and 
wants. As the life span has lengthened with more and more of our 
senior citizens continuing to be productively employed into the latter 
years the insurers have recognized the importance of making accident 
and health insurance available to them. Successively, the companies 
have increased the upper age limits of coverage from 60 to 65, 70, and 
now we are seeing particularly hospital and medical expense coverage 
written at ages beyond 70. In conjunction with the peculiar insurance 
problems of the aged, we should not overlook the important part played 
by life insurance in defraying the costs of terminal illness. 


INSURANCE COSTS 


In individual insurance, premium rates for accident insurance are 
predicated in part upon the occupational hazard of the applicant. 
They are graded according to the inherent hazard of the occupation. 
Little weight is given to geographic area in the rates charged for 
individual accident, health, and hospital insurance. Premium rates 
for most forms of sickness insurance and hospital and medical cover- 
age of expenses due to sickness for females are higher than rates 
charged males for corresponding coverage. This differentiation is 
necessary because of the higher morbidity rate of women. 

Because the needs and desires of the American people for different 
kinds of accident. and health insurance are so diverse, it is difficult 
to generalize on the matter of cost. It is a little like asking how much 
does a suit of clothes cost. In response to the variety of needs and 
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desires found among those who seek accident and health insurance 
there is the greatest variety of benefits and premiums from which the 
individual can pick the best. It can be said that good loss of time 
coverage providing $100 per month from the first day of disability and 
for as long as 12 months because of any 1 accident or sickness is avail 

able to the average workingman like the farmer or the gas-station 
attendant for very little more than a dollar a week. Excellent hospital 
protection for the individual providing $8 a day for hospital room and 
board, $100 per confinement for miscellaneous hospital expenses, and a 
maximum of $250 of surgical benefits is available for at little as 60 
cents per week for men and 90 cents per week for women. Similar 
coverage for the entire family including man, wife, and 3 or more 
children will cost about $2.50 per week. It is the purpose of the insur 

ers to have some cove rage avi ailable to fit eve ry American’s needs and 
pocket book. 

CONCLUSLON 


It is doubtful that American annals record a more amazing record 
of growth and service than that of accident and health insurance. 
When the 20th century dawned there were some 47 companies in the 
business with some 463,000 policies in force. Today approximately 
600 insurers are active in providing accident, health, Rowpit al, and 
medical expense insurance to more than 51 million insureds under 
group and individual hospital policies and more than 29 million in- 
sureds under group and individual loss of income contracts. This 
growth has been paralleled by a continuing improvement in the degree 
of the protection provided. By continuous experimentation and effort 
accident and health insurance has been broadened and liberalized from 
what was in the beginning a restricted and technical form of coverage 
until today the contracts are broad and liberal, characterized by larger 
benefits payable for longer periods of time and with few exclusions. 
It would be inaccurate to say that as yet the voluntary instrumentali- 
ties have completely solved the problem of financing the costs of 
disability, but the signifiant advances that have characterized the last 
two decades in particular provide convincing evidence of the ability 
of voluntary insurers to bring a satisfactory measure of protection 
to practically all of the American people. 

The Cuatrman. Mr. Faulkner, we are very appreciative of your 
appearance here today. We realize the important place that you have 
and have had for years in the field of this endeavor. 

I have before me your very excellent book entitled, “Accident and 
Health Insurance,” of which you are the author. I have had oppor- 
tunity to glance through it as you have been testifying. I can realize 
the tremendous background of experience that you have and the study 
you have given to this problem which enables you to write a book of 
this character. 

The book can be very helpful to the committee in the further study 
of the matter that we have undertaken. 

Are there any questions ? 

Mr. Hesevron. Mr. Faulkner, does your company write so-called 
group insurance? 

Mr. FauiKner. Yes. In a small way my organization has gotten 
into the group business in the last 4 or 5 years. 
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Mr. Hesevron. In your capacity, or in one of your many capacities, 
have you determined how rapidly that business is increasing? 

Mr. Fautxner. Group insurance is increasing at a very rapid rate. 
I believe that the year of 1952 was the first year that saw the premium 
volume from group, accident and health insurance surpass that from 
individual coverage. It is a fact that group insurance is growing at 
a rate considerab ly more rapid than individual insurance. 

Mr. Hesevron. As I listened to the testimony this morning I won- 
dered if perhaps there was not in most families a particular period in 
which supplementary insurance, perhaps short-term insurance, would 
be very great in importance. I have in mind the family attempting 
to complete the education of a child. Are there policies available to 
anyone who has a group policy which would make that part of an in- 
surance program until after the child had graduated from college ? 

Mr. Fautxner. Yes. There is the very greatest variety of forms 
of coverage available through individual accident and health insur- 
ance with which to supplement the benefits of group insurance. We 
even write in the accident and health business a school tuition ty pe of 
contract that will reimburse the parent in the event the youngster is 
taken ill during the course of his college career and cannot complete it. 
There is a tremendous variety of different kinds of coverage of all 
sorts. 

Mr. Hesevron. You say on page 6 of your statement : 

Individual insurance is exceedingly valuable as a means of reaching the many 
who are self-employed or for some other reason are not reached by group 
coverage. 

First, is there quite an extensive coverage among the self-employed ? 

Mr. Fautxner. Yes. It is my impression that the coverage is quite 
extensive. I can speak best, of course, from the experience of my own 
company, and I know that among the classes to which we issue sub- 
stantial amounts of individual insurance are farmers. We are a mid- 
western company, so it is natural that the small towns in the farm 
areas would constitute a natural market for us. At one time 40 
percent of our insurers were farmers. If you include the small en- 
trepreneurs, the small-business men—those who work in establishments 
where group insurance is not likely to reach them—I would guess that 
on the order of two-thirds of the individual business of my company 
is for the benefit of those people. 

Mr. Hesevron. Turning to your comment about those not reached 
by group coverage, yesterday there was testimony to the effect that 
in certain States companies were prohibited from writing group in- 
surance for groups less than 25. The gentleman who testified said 
that he did not agree with the soundness of any such prohibition, 
and as I recall, he said the companies were attempting with some 
success to have the State laws repealed or modified. 

Is it your feeling that any such restriction is not a sound restriction ? 

Mr. Fautxner. Yes. I believe it is in the interest of the insuring 
public to allow the underwriting ingenuity of the insurer to be 
brought into play. We have demonstrated that you can satisfactorily 
write group insurance with less than 25 insured lives. 

Mr. Hesevron. You referred also to jumbo lines, but did not indi- 
cate what jumbo lines were. 

Mr. Favixner. Jumbo, as we think of it in individual accident 
and health insurance, is the issuance of relatively large amounts of 
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weekly indemnity, say $400 or $500 a week, to reimburse for time 
lost, and we are hesitant to issue amounts that large, first of all, be- 
cause there is relatively little call for it, and second, it is a temptation 
to the insured to prolong disability sometimes. We know that the 
cost. of the insurance rises as the amount of indemnity issued rises, 
so in order to keep the oVerall costs of all insurance within the reach 
of the broad mass of people, we would like to hold down the amount 
of indemnity to a ape proportion of the average earned income. 

Mr. Heseiron. You say on page 9 of your statement— 

Some plans of major medical expense insurance require initial hospitalization 
of the insured; others do not, requiring simply that expense be incurred during 
the period when the insurance is in force. 

Mr. Fautxner. That is correct. 

Mr. Hesetron. Later on you explain the 3-year limitation. How- 
ever, I recall definitely that we had testimony from people who are 
expert in the field of polio that nearly everyone of us, if not all of 
is, have poliomyelitis. Only when it becomes aggravated does it 
become obvious. It is believed that the virus exists in practically 
every human being. I think that there would be some difficulty 
there. 

Mr. Fautxner. That potential difficulty is resolved on this basis, 
that the period of loss due to the disease must commence during the 
period that the insurance is in force. Naturally, all of us carry 
around bacteria of various sorts that might lead to disability, but 
the important thing is that the disability commence during the period 
that the insurance is in force. 

Mr. Heserron. You referred to the uniform individual accident 
and sickness policy provisions law. How extensively is that adopted 
among the States? 

Mr. Fautxner. That law is in force, I believe, at the present time 
in more than 30 States. There are only 3 or 4 States in which the 
old standard provisions law, which the new law is superseding, still 
prevails, so it can be anticipated after the next sessions of legislatures 
the uniform law will be very nearly universal. 

Mr. Hesetron. Finally, I noticed in your conclusion in referring 
to the number of insurers, and the number of people who have group 
and individual policies, you use figures different from those in 
your statement. 

Mr. Fautxner. Yes, indeed. The figures were drawn from the sur 
vey that you have. I may have picked out the wrong number. The 
51 million insured, I believe that is the point that you are making. 
The 51 million insureds under group and individual hospital policies, 
that number does not include those who are under Blue Cross. Blue 
Cross has an additional forty million-odd, which runs the total up to 
the ninety-one million-odd insured by voluntary agencies. Of 
number the 51 million are under insurance company coverage. 

Mr. Hesevton. That does not include, I would assume, those who 
have service policies, those in the Armed Forces, or those who may be 
under some form or another of State, local, or Federal Government 
protection ? 

Mr. Fautxner. It would not include coverage in the Armed Forces, 
sir; no. The 51 million might include those who are under hospital 
coverage issued by insurance companies subject to such laws as they 
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have in California, but it would not include workmen’s compensation, 
or anything of that kind. 

Mr. Hesetron. Thank you. 

The Cuarman. Are there any further questions 4 

In view of the statement that you have just made in reply to the 
question asked by Mr. Heselton that the uniform individual acci- 
dent and sickness policy provisions law is in effect in 30 States and 
likely to be adopted in other States, would that indicate that there 
would be a need of a Federal law that would deal with the same sub- 
ject matter? 

Mr. Fautxner. No, sir. In my judgment, the cooperation that 
exists among the insurance supervisory personnel of the several States, 
cooperating with the industry, is adequate to handle the situation 
very satisfactorily. 

The Cuaiman. When you speak of it as a uniform law, does it 
differ in any of the States, or is it the same law / 

Mr. FauLkKner. It is substantially the same law, sir. 

When a piece of legislation is introduced in many legislatures 
simultaneously, there are tiny differences that creep in, but they are 
minor things such as a word changed here, or a comma there, but to 
all intents and purposes the uniform law is uniform. 

The Cramman. The fact that it has been adopted in so many 
States is, to my mind, a recognition of the need of the law on this 
particular subject. 

Carrying that thought a step further, and realizing that the busi- 
ness is carried on across State lines—your company not only does 
business in Lincoln, Nebr., but it does it in all the States of the Union, 
I assume—what is there in the problem that requires it to be treated— 
or you consider it advisable to have it treated—by the individual 
States instead of by the Congress ¢ 

Mr. Fautxner. Over the years the State insurance departments 
have developed a technique of handling these things. The present 
universal, or uniform law, is in effect su perseding an earlier law, the 
old standard provisions law, which set out certain mandatory stand- 
ard provisions. Those standard provisions were operating provisions 
of the contract. They did not run to such things as benefits or exclu- 
sions. Rather, they were of the kind and character of operating 
clauses such as the time limit on certain defense. Now, the action 
of the industry, working with the insurance commissioners, has been 
to secure the enactment of this more liberal law to replace the old 
standard provisions law. 

My feeling, in direct answer to your question, sir, is that with the 
system of State regulation of insurance working well there is no 
cause for congressional intervention, or for the superimposition of 
additional regulatory authority. 

The Cuatrman. It would seem to me that if it had not been so gener- 
ally recognized in the different States so that nearly all of them have 
adopted it, then you would have a very strong case, would you not, for 
congressional action / 

Mr. Fau.tkner. I would agree that if the situation constituted 
problem that might be ground for consideration by Congress taking 
action, that might be so, but to the best of my knowledge and belief, 
sir, the problem does not exist in this area. 
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The Cratrman. How does it happen to exist in a State and not in 
an interstate phase of the matter? What is the problem, in your 
opinion, that lends itself entirely to State regulation rather than to 
interstate? I do not want my question to indicate that my thought is 
toward that. I did not know until you made the statement there was 
a uniform accident and sickness policy provisions law in existence. 
So this is entirely a new matter that has come to my attention as the 
result of your testimony, and that is the reason that I am trying to 
find out why you limit the area of such a law to the willingness of an 
individual State to provide such a law when your company and other 
companies are doing business on an interstate basis. 

Mr. FautKNer. Tickers I can clarify the situation, sir, on this 
basis: You will recall, of course, that the regulation of the insurance 
industry prior to the Southeast Underwriters decision was considered 
to be within the province of the States and not of the Federal Govern- 
ment. During that history of more than 150 years a satisfactory 
method of regulation grew up. Congress, following the Southeast 
Underwriters’ decision, indicated that they wished the States to con- 
tinue to regulate the insurance business as long as they did it satis- 
factorily. 

My answer to your question, I believe, would be that since the 
States seem to be doing a satisfactory job in this area about which we 
talked, there is no necessity for intervention by the Federal Govern- 
ment. 

Mr. Hesevron. Does each of the States have insurance officials? 

Mr. Fautxner. Yes. 

Mr. Hesevron. And those States that do not have the uniform law 
have the old law providing what we call a standard ? 

Mr. Fautxner. The standard ae law. I think that there 
are only 3 or 4 of those States left. There are thirty-odd that have 

assed the uniform law. ‘Then there is an additional group of States 
in which it is possible for the insurer to use either the standard pro- 
visions law or the uniform provisions law, and then there are, as I 
suggest, something like 3 or 4 States where the old standard pro- 
visions law is the only provision. It is anticipated that at the next 
session of legislatures in those States the insurance departments and 
the industry cooperating will be able to persuade the legislatures to 
enact this more modern approach. 

The CuHarrMan. Just in general what does this uniform law cover? 

Mr. Fautxner. In general, sir, it covers rather technical provisions 
of the policy, such as a statement to the effect there will be no reduction 
in the amount of total disability indemnity payable if the insured 
changes his occupation to one more hazardous than the one in which 
he was insured; provisions with regard to how claims shall be filed, 
how they shall be paid; time limit on certain defenses; technical things 
of that sort. 

The working provisions of the contract which have nothing really 
to do with the statement of the amount of benefits, the length of time 
for which benefits are paid, and things of that sort. 

The CuarrMan. I assume, therefore, it has no relationship to a regu- 
lated cost. 

Mr. Fautxner. Very little, if any; a very tenuous relationship 
to cost. 
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The Cuarrman. What about the provisions as to applicability of 
the insurance? Does the uniform law seek to limit you to that age of 
65 to which you referred in your testimony ? 

Mr. Fauikner. No, sir; the business is not hampered by any statu- 
tory regulation as to age limits. 

The Carman. As I understand it, it is generally the policy of 
companies not to insure beyond 65 for illness. 

Mr. Favutxner. It is the practice, generally, sir, not to insure new 
individual sickness-insurance policies beyond age 60 or 65. Companies 
more and more are continuing to carry the insurance of people whose 
policies were issued prior to age 60 or 65 to age 70. In some instances 
some companies continue to carry it as long as the policyholder is 
gainfully employed. In hospital insurance it is quite possible to 
secure new hospital coverage on an individual basis at the senior 
ages. 

The Cuarmman. Why is that? 

Mr. Fautxner. That comes as a tendency or a recognition by the 
insurance industry of the fact that more and more of our senior 
citizens are continuing to be productively employed at the older ages. 
It is a recognition of the fact that they individual hospitaliza- 
tion and surgical expense insurance, and so the industry has moved 
to meet that problem by advancing the age limits to which they will 
carry and issue insurance. 

The Cuarrman. I am inquiring more particularly with respect to 
the question generally. You have made certain conditions there; that 
he is gainfully employed, and so forth. I am thinking in terms of 
an individual who is 65 who has retired. Is he able to get insurance? 

Mr. Favuixner. Probably he would not be able to get loss-of-income 
insurance, sir, if he is retired. 

The Cuatrman. Of course he would not get income if he is not 
working. I am talking about hospitalization and medical care, and 
so forth. Can he get that kind of insurance? 

Mr. F,vixner. Yes, sir. 

The Cuatrman. Up to what age? 

Mr. Favuixner. I know of companies that will issue it beyond 75. 
I think I know 1 company where 80 is the top limit that they will 
issue new insurance. 

The Cuarrman. Then whatever the age may be at which it stops, 
that field is not covered by commercial companies. Do you leave it 
then to the Government or to charity to take care of the others? 

Mr. Fauixner. I am under the impression, sir, that the number of 
our citizens who have not made prior arrangement to reimburse hos- 
pital costs before reaching, we will say, 75 or 80, to whom individual 
policies are available, is not so large. Obviously, speaking of indi- 
vidual insurance, you understand, the cost of issuing initially indi- 
vidual hospital insurance to persons beyond 75 would be considerable. 
There weal probably be very little demand for it at the premium rate 
that would have to be applicable. 

The CHarrman. Well, you have spoken of renewability after 65 
in some instances where the insurance is already in effect; that it can 
be extended. Is there any law which fixes the conditions under which 
it can be extended, or is it a case of where, when an individual reaches 
the age of 65, if he has overlooked the payment of his premium, he 
is out of the picture from that time on immediately ? 
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Mr. FautKner. Not necessarily, sir. 

The Cuatrman. I have in mind that usually in life-insurance poli- 
cies there would be a period of probably 30 days, at least, in which 
the policy continues and during wiich the premium can be paid. 
Is that by law, or is that just by company agreement ¢ 

Mr. FauiKxner. For many years a grace period was inserted in most 
accident and health policies and hospital policies simply as company 
practice. A provision for a grace period is one of the working pro- 
visions that is included in the uniform accident and health policy pro- 
visions law. It is a 30-day grace period. 

The Cuarrman. Do you think every citizen should have that, regard- 
less of whether they have a uniform law adopted in his State or not? 

Mr. Fautxner. I think it is an advantageous provision. Com- 
panies uniformly, whether they are required to or not, are coming to 
include it in their contracts. 

The Cuatrman. How would you suggest that they could have that 
protection in those States which do not have the uniform law? 

Mr. Faurxner. I believe, sir, that the open and free competition 
among carriers will have a tendency even without a law to bring it 
:nto the contract. Then the insurers have a desire to make it easy 
for the insured to continue his insurance. We like to keep that busi- 
ness in force. Soa grace period for the payment of renewal premiums 
is one of those good things that works to the advantage of all 
concerned. 

The Cuarrman. Then you do not think that there is a need either 
of State law or National law to protect individuals in that respect ¢ 

Mr. Fautxner. That would be my judgment, sir. 

The Cuarrman. I know you have made a great study of it. IT was 
wondering how individuals such as I have described would be taken 

care of if it were not done | ry State law or Federal law. 

Mr. Fauixner. Well, sir, the whole picture of accident and sick- 
ness insurance, as I have seen it develop in the twenty-odd years I 
rave been active in the business personally, and from my study of the 
period that went before, is that it has been a picture of a gradually 
developing, broadening, finer contribution on the part of the insurers. 
Today the average individual who knows anything about accident 
and health policies would hardly recognize the contract as it stands 
today compared to what it was even 20 years ago. You have had 
dramatically detailed for you how group insurance has developed, 
how it has broadened, how so much progress has been made. The 
same thing is true in individual policies. 

From what were restricted and technical contracts when the business 
started—because the pioneers had no basis on which to base rates and 
knew nothing about the problems involved—we have today progressed 
to the point where the average accident and sickness policy issued on 
an individual basis is a liberal, broad, fine contract. 

The Cuarman. Well, there have been situations which have come 
to my attention which would indicate that in matters, sometimes of 
life insurance and sometimes of health and accident insurance, the 
situation is very similar to the experience which some individuals 
have had with fire insurance: They do not know whether they are 
insured until they have a fire and they start to read the small print 
in the policy. 
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Mr. Fautxner. Well, sir, there is no small print in an accident and 
health contract. As a matter of fact, under the statutes which have 
prevailed since 1912, the exclusions and reductions have to be printed 
in bold-faced type and of a size larger than the benefit to which they 
would apply. I certainly would not attempt to leave the impression 
that in every instance, every time a claim is filed, the policyholder 
is always happy. In many cases he may misunderstand his coverage. 
He may not have understood it at the beginning, or he may have 
forgotten what was told him. 

But it does seem to me significant, sir, that surveys have been made 
by competent people—the Health and Accident Underwriters Confer- 
ence, for instance—operating with the insurance superintendents of 
a half-dozen States, which reveal that there are fewer claim complaints 
filed in accident and health-insurance policies per claim incurred than 
any other line of insurance. The thing that is sometimes overlooked, 
I think, by people who say that accident and health insurance breeds 
claim difficulties is the tremendous incidence of claims in accident and 
sickness insurance. Whereas only on the order of 1 in 200 fire-insur- 
ance policies ever results in a claim for benefit, every year 1 in 8 or 4 
accident and sickness insurance policies will provide a benefit for the 
insured. 

The Cuarrman, I have in mind a situation like this: A policy of 
insurance was effective. The premium had been paid for a year. 
They were entitled to protection for a year. When the year ended 
the illness was still continuing and they renewed the policy, and then 
the year was figured on the basis of the previous year or the time 
that had elapsed of the illness in that previous year, which was 7 or 8 
months, or whatever it was, so that on the payment of the second pre- 
mium they were limited to 3 months or 2 months, or whatever it was 
that remained of the original year. That may have been one of the 
misunderstandings. Maybe that was explained to them and maybe 
it was not when the policy was taken out. 

It is that sort of a situation, it seems to me, which lends itself to 
somebody supervising in the interest of the individual. 

Mr. Fautkner. Yes. 

The Cyaan. I am just trying to find out from you because I 
know you have had such wide experience that you ought to be able to 
tell us something about that kind of a situation. 

Mr. Fautkner. That supervision, sir, is given in every State by 
the insurance department thereof. 

The Cuaimrman. Mr. Heselton ? 

Mr. Heseiton. In connection with your testimony, I have volume 4 
of the Report of the President’s Commission on Health Needs of the 
Nation before me, with which I am quite sure you are familiar. With 
reference to prepayment plans, it is stated : 


The enrollment in all types of prepayment plans has grown rapidly since 1939. 
Later on it says: 


Surgical and medical insurance was held by fewer than six persons per 
thousand in 1939. All types of medical-insurance carriers have shown a fairly 
rapid and consistent rate of growth. At the end of 1951, 175 per thousand 
persons had surgical or limited medical insurance under insurance-company group 
policies, 109 per thousand were insured under individual company policies, and 
an additional 145 per thousand were insured by Blue Shield. 
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That is on the order of 400 per thousand. That leaves over 50 
percent who do not have anything. 

I realize that insurance companies have been doing a tremendous 
job in educating the public as to what is to be had, and that they can 
afford to have it. I just wondered whether you could comment on 
that other 50 plus percent who are not now insured; whether it is 
because they cannot afford it, and if they cannot afford it whether there 
is any solution. 

Mr. Fautxner. Sometimes I agree with Disraeli, who, you will 
recall, said that there are lies, damned lies, and statistics. I am con- 
stantly confused by statistics even in an area in which I am supposed 
to know a little. 

I would comment, sir, that we should recognize, probably, that not 
every American needs insurance. That is a bad thing, I suppose, for 
an insurance man to say, but I think we must recognize it as a fact. 

There are those who are affluent and can pay the costs of care out 
of their assets. There are the indigent—not only medically indigent 
but the truly indigent—for whom the public has always paid the way. 
And by handling it directly I believe that the public can defray the 
cost of care for the indigent more economically than if an attempt 
were made to insure the indigent and necessarily pay the overhead 
cost of such insurance. 

Then I think we must recognize that there are those categories in 
which populations such as the veterans are entitled to care because of 
their status and do not for that reason require insurance, 

I think we also ought to recognize that there are those of our citi- 
zens who prefer simply, shall be s: ay, tocarry theirownrisk. At least, 
they make the choice of not buying. They prefer to invest or to spe nd 
the disposable part of their income for something other than insurance. 

We are making inroads, I think, by continuing education and pub- 
licity and that sort of thing. We are reducing the number in that 
particular category. 

I would say to you that in my opinion we will continue to reduce 
the percentage of the population which is not insured as we go along. 
As Mr. Beers, I believe it was, brought out yesterday, we have made 
tremendous strides, and he sees no reason to believe that the rate at 
which people are covered will diminish. 

Mr. Hesetron. I can understand that is a reasonable statement of 
possibilities. Nevertheless I assume you heard me read the excerpt 
from Mrs. Hobby’s address out at San Francisco. Excluding, as you 
have, certain people by reason of certain known factors there still is, 
I assume—although I have not seen any actual statistics as to how 
many there are—people in the category of that family, where she said 
because of the circumstances that family believed sincerely and vig- 
orously in socialized medicine. That is the type of situation which 
confronts the Congress and confronts the American people. I do not 
know how large a part that is, but I would almost be willing to sa 
that if there is one instance there isone toomany. I think, as she ini 
the ingenuity of the American people and their institutions and free 
enterprise system must address themselves to that problem. 

Mr. Fautxner. The insurors, sir, are extremely conscious of it. The 
development of major medical expense insurance I regard as a most 
hopeful and most promising development in that direction. I would 
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contemplate that we will see major medical expense insurance expand 
very rapidly. 

There are, of course, outside of the area of insurance proper, some 
means by which these extraordinary costs are met. We still have a 
sense of family responsibility, I think, in this country. 

Incidentally, in connection with this problem of prolonged illness, 
it may be of interest to you gentlemen, if you have not been informed 
of it, that a very comprehensive study is being conducted by an organ- 
ization called the Research Council for Economic Security. That 
group is analyzing 1 percent of the nonagriculturally e1 mployed popu- 
lation of the country, and expects by the end of next year to have a 
very splendid picture of the actual extent of prolonged “illness. 

Mr. Hesexton. Is that a private organization? 

Mr. Fauixner. They are a nonprofit organization supported by 
contributions from a very wide variety of interests; some charitable 
foundations, some labor unions, some insurance companies, and some 
industries, It isa purely fact-gathering group. 

Mr. Hesexron. That is all, Mr. Chairman. 

The Cuarrman. When I asked those previous questions indicating 
that distress frequently occurs, I had in mind the article which ap- 
peared not too long ago in the Reader’s Digest. Do you have knowl- 
edge of the article to which I refer, which pointed out rather vividly 
illustrations in one case of an individual who thought he had insur- 
ance but when he became ill found that the only coverage of his policy 
was over bubonic plague or something of that sort 

Mr. Fauixner. I am very familiar with that article, sir, and I 
would like to leave with the committee, or later make available to you 
for the record, a complete refutation of it. Unfortunately, that 
article was a dramatic overemphasis and actual factual misstatement 
of the situation. The author said he was talking only about accident 
and health insurance, and yet of the 7 cases cited 3 of them had abso- 
lutely nothing to do with accident and health insurance but were cases 
involving the double-indemnity provisions of life-insurance contracts. 
He was ingenious in seare hing the ancient legal law in order to come 
up with some horrible ex: :mples to prove a preconceived point of view, 
in my judgment. 

(The article and the refutation are as follows:) 


[Reader's Digest, September 1953] 
“The big print gives it to you and the little print takes it away” 


HEALTH AND ACCIDENT INSURANCE PoLIctres—How Mucu Can You REty on 
THEM? 


(By John Alan Appleman) 


In her Texas home Lunnie Boney took a bath. It had fatal consequences—but 
it won Lunnie immortality in the lawbooks. 

Lunnie had a gas hot-water heater in the bathroom. When she came out of 
the bathroom she complained of feeling ill, and blamed fumes from the heater. 
She died about an hour later. 

Lunnie had thought she had accident insurance, but it turned out that her 
insurance didn’t insure very well. Every policy of this kind contains clauses 
known as exclusions or exceptions, stating the conditions under which the 
company will not pay. Often the company won’t pay where death or disability 
results from the inhalation of gas. Lunnie’s policy didn’t have that convenient 
exit, so the company found another. 
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“We aren't liable,” the company said, “because the policy states that we don’t 
pay when the trouble results from poison. The kind of gas used in this heater 
is poisonous. Therefore, Lunnie Boney died of poison, and we are in the clear.” 

Lunnie’s heirs brought suit but they departed with empty hands. The com- 
pany’s position, said the Texas appellate court, was right. 

Thousands of people buy health and accident insurance, relying on it to see 
them through in time of calamity. The policy is their life jacket, their para- 
chute. But there are unscrupulous companies in this field. All too often the 
parachutes are full of holes. 

Amos and Andy described the operation neatly: “The big print gives it to you 
and the little print takes it away.” The policy promises to pay except under 
certain circumstances. The exclusions usually sound eminently reasonable— 
but, if the company is one of the untrustworthy minority and is trying to avoid 
payment, they can be stretched a country mile. 

Any time an insurance company decides to resist a claim, the fight is grossly 
uneven. Litigation carried to the highest courts may take years and cost more 
than the customer would recover. The policyholder often is in neither physical 
nor financial condition to fight. He may have a case, but he is easily clubbed 
down with the threat of long litigation. 

For those who buy this kind of insurance the first rule is always to deal with 
one of the well-known reputable companies, preferably through an experienced 
broker who is representing you. Then the following cautions should be observed : 

Caution No. 1: “Accident” doesn’t necessarily mean what you suppose it 
means, 

A New Yorker named John Kennedy ate a standard sort of lunch—cold ham, 
potato salad, beer. Something in that menu made him violently ill. He couldn’t 
work for a time, and supposed his health and accident policy protected him. But 
a clause said the company wouldn’t pay where “the taking of poison whether 
voluntary or otherwise” was involved. Kennedy thought he had been taken ill; 
the company preferred to say he had been poisoned by his food. And the com- 
pany won in court. 

Companies have fought paying where the policyholder unintentionally took an 
overdose of sleeping pills, where he reached into the medicine cabinet and got 
the wrong bottle, even where the poison was acquired in taking prescribed 
medicine. Those are all accidents in the ordinary understanding. But the 
interpretations that have been rendered by some companies surpass such under- 
standing. 

Caution No. 2: You may learn to your sorrow that you are insured only while 
on saintly behavior. 

A Mississippian named Ross Bounds was riding in the rear seat of his automo- 
bile. A hotel bellboy was driving, at a modest 25 miles an hour. A car parked 
at the curb suddenly backed out into Bounds’ car, throwing Bounds over the 
front seat and against the dash, injuring him fatally. Is that the kind of acci- 
dent you would expect an accident policy to cover? Of course it is. 

Sut in the car was half a pint of whisky. It is against the law, in dry Mis- 
sissippi, to transport liquor. The insurance company, arguing that Bounds had 
been killed during a violation of law, lost the case but it fought the claim all the 
way to the State’s topmost court. 

In Delaware, Stanley Szymanska fell downstairs, and the injuries proved fatal. 
His insurance company wouldn't pay. For Stanley got caught in the wrong 
house with the wrong wife; in fleeing an irate husband, he tumbled down the 
stairs. Because he was there unlawfully the company had an out, which 
righteously it took. Delaware’s Supreme Court approved. 

Caution No. 3. Your injuries may have been accidental but you shouldn’t 
play with fire. 

Annabel Baker, an Ohioan, threw kerosene on a balky fire and was fatally 
burned. The insurance company said it couldn’t pay, putting forward a familiar 
contention : “We promised to pay where death or injury was caused by ‘accidental 
means.’ Throwing kerosene on the fire was intentional. So we're not liable.” 
Annabel Baker’s heirs could not collect. 

This draws a distinction which has crossed up countless holders of flimsy poli- 
cies. You jump to the ground from a low stone fence; you have done it a 
hundred times, perhaps, but this time you break an ankle. “You jumped inten- 
tionally,” says the insurance company. ‘You have our deepest sympathy, but 
no check.” 

Caution No. 4. If you hope to collect on your insurance, never do anything rash, 
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An Ohioan named Furjasz stepped onto a highway and was killed by a speeding 
car. “Furjasz failed to look in both directions,” said the company, “and this 
amounts to voluntary exposure to unnecessary danger.” The heirs finally col- 
lected, but it took a long trip through the courts, with the company resisting 
all the way. 

Some insurance companies have even called it “unnecessary exposure to 
danger” to walk from one railroad car to another, to watch others handle fire- 
works, to ride in a canoe. They have tried to avoid paying even where the 
policyholder’s reckless act consisted of submitting to anesthesia for an operation. 

Caution No. 5. If you hope to collect for accidental injuries, better be in perfect 
health when you have the accident. 

In New Jersey, Sarah Fedner was cooking chicken soup in a covered aluminum 
pot on her gas stove. The pot exploded, burning her severely. She died. Her 
insurance company resisted paying, on the ground that other elements con- 
tributed to her death: Sarah had arteriosclerosis. The company won, the judges 
holding that there wasn’t sufficient proof that the burns caused her death. 

Caution No. 6. The “health features” of some policies may be frail and sickly. 

The average policyholder thinks, “If I get too sick to earn anything, the in- 
surance company will pay me.” Before buying, however, you will do well to 
take a good look at the list of diseases you are allowed to contract. 

An honest company will show a respectable and proper list: This is what it 
pays off on. Or the policy will say it insures against all ailments except a few 
that are clearly specified. 

Loss-conscious companies, on the other hand, play either of two favorite games. 
One is to recite a long and impressive list of diseases on which it will pay off, 
including bubonic plague, Asiatie cholera, and other ailments which the average 
American is no more likely to contract than he is likely to be hit by a flying 
saucer—but neglecting to mention more common diseases. 

The other game is to offer a policy which lists as exceptions those illnesses you 
are most likely to incur. Policies of this sievelike type don’t cover diseases or 
disorders of the heart or circulatory systems, infections (a fine, wide field) or 
pulmonary disorders—which apparently mean pneumonia and influenza as well 
as tuberculosis. 

I am making these charges against only one kind of insurance: Health and 
accident policies. To get reliable, trustworthy insurance in other fields has 
required a long fight. A good deal of automobile insurance, until 20 years or so 
ago, wasn’t much more than a racket; life and fire insurance were for many 
years the happy playground of chiselers. The States had to step in with regula- 
tory legislation. 

Health and accident insurance is a black sheep. At its shabby worst, it can 
amount to a legalized confidence game that involves browbeating the sick, the 
maimed, and bereaved. Michigan’s State insurance department found that 71 
percent of all insurance complaints were in the health and accident field. 

There are indications that a reform movement is under way. The National 
Association of Insurance Commissioners is working to bring about a nationwide 
uniformity in policy provisions, and some State insurance officials are refusing 
to approve new policies which contain ambiguous terms. Some of the major 
companies have abandoned many of the deceptive exclusion clauses and other 
traps for the unwary. But the battle has not yet been won. 

One reason the companies hesitate to clean house is that sound insurance costs 
more. But Americans in the millions carry this kind of insurance. They pay 
more than $114 billion a year for it, because they need it. They would certainly 
rather pay a little more for insurance that really insures. 

Meanwhile, what can you do, as an insurance buyer, to protect yourself? 

Read the policy offered you in the light of the six cautions set out here. If 
you don’t understand any important provision, ask the insurance company for 
an explanation in writing—and save it. 

Devote the same care to selecting a reputable insurance agent or broker that 
you use in picking a doctor or lawyer. You're probably better off buying from 
established, well-known companies. Though a big name is no guaranty of gen- 
erous theatment, the policy provisions usually are less deceptive. 

Don’t buy bargains; there aren’t any. Good health and accident insurance 
is never cheap. 
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HEALTH AND ACCIDENT UNDERWRITERS CONFERENCE, 
Chicago 4 Il., September 14, 1953. 
Mr. DeWitt WALLACE, 
Editor, Reader’s Digest, 
Pleasantville, N. Y. 


DeEAR Mr. WALLACE: The more than 200 insurance companies that comprise our 
association, the Health and Accident Underwriters Conference, have showered 
us with letters on an article, Health and Accident Insurance Policies, by John 
Appleman, appearing in the September issue of your magazine. 

As you might well imagine, most of these letters severely criticized the Reader’s 
Digest and Mr. Appleman and denounced his article as misleading, unfair, and 
harmful to the disability business and the public. But it is interesting to note 
that quite a few others have called for more light than heat. Their tone has 
been: “The facts presented by Mr. Appleman are quite damaging to our busi- 
ness, and an effort to document the article and evaluate it should be undertaken.” 

Our staff, therefore, has been at work this last week trying to find what the 
truth of the matter is. We discovered misrepresentations, half-truths and erro- 
neous conclusions, but very little truth. Briefly, we found that at least three 
of the examples given by the author involved the double-indemnity features of 
life-insurance policies—not health and accident policies, the “only one kind of 
insurance,” Appleman says, “I am making these charges against.” 

Further, in a search of policies that we have in our files of more than 100 repre- 
sentative companies, we found no examples of exclusions for “disorders of the 
heart and circulatory systems, infections, and pulmonary disorders.” 

These and various other factual errors have been included in the attached 
memorandum that we are sending to our companies. We thought you would be 
interested in seeing this memorandum, as we know you attempt to publish only 
facts or opinions which can be verified. 

Judged by any standards, the facts set forth in the article are so untrue 
or used in such a misleading fashion that the article is a discredit to your maga- 
zine, as well as an irresponsible attack on the health and accident insurance 
industry. We would appreciate your comments, and once more we offer our 
assistance should you contemplate publishing further articles related to our 
business. 

Sincerely, 
JoHN P. Hanna, Managing Director. 


MEMORANDUM RE READER'S DIGEST ARTICLE, HEALTH AND ACCIDENT INSURANCE 
POLICIES—-HOW MUCH CAN YOU RELY ON THEM? 


The author of the article made several statements inferring or charging that 
policies are made difficult to read and contain coverages or exclusions designed 
to mislead the unwary: “The big print gives it to you and the little print takes 
it away,” “Loss-conscious companies * * * recite * * * diseases * * * includ- 
ing bubonic plague, Asiatic cholera * * *.” “[These type companies might also 
use] sievelike [exclusions referring to the] heart or circulatory systems, infec- 
tions (a fine wide field), or pulmonary disorders * * *.” 

Possibly one could find old forms of a few companies purchased years ago 
having some of these objectionable features. But so far as policies being offered 
for sale for the past several years, a check of the facts indicates that these 
charges and inferences are unfounded. 

Beginning in 1912, States were adopting laws which forbade a size of type 
variation for exclusions—except to increase the size or to bold face the print- 
ing of exclusions or exceptions. For many years, in some instances prior to 
1912, States have required approval of the forms by the various State supervisory 
officials dealing with insurance matters. Nowadays all States have such require- 
ments. The Illinois code, for example, has long indicated the director of insur- 
ance would withhold approval of forms which contain “inconsistent, ambiguous, 
or misleading clauses, or contains exceptions and conditions that unreasonably 
or deceptively affect the risk purported to be assumed * * *.” Similar wording 
is found in the other States. 

While the law is clear, it was believed proper to study the actual practices of 
the companies. Members of our staff searched through forms presently being 
marketed by over 100 companies in the business. Not one single example of the 
technique described in the forepart of this memorandum was found. The only 
forms in use which limit the coverage to certain diseases or certain types of 
accidents are called limited policies. These were imprinted across the face in 
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large red letters with the legend “This*is a limited policy; read it carefully.” 
These special forms were designed to cover specified accidents such as those 
occurring on railroads or airplanes, and specified diseases such as polio or cancer. 

Any business has a certain number of undesirables and ours is no exception, 
but our regulatory authorities are well able to cope with the rather transparent 
tricks the author describes. In this day and age the various bits of policy 
language quoted are nonexistent in policies being offered for sale. 

The author names seven individuals and recites their experiences and the re- 
sults. This technique of generalizing from a few examples is most improper. 
Even if his cases were all correctly used, to suggest that they are representative 
is ridiculous. 

At least 6 of the 7 experiences deal with accidents only. They have nothing 
to do with health insurance. The one involving Sarah Fedner upon analyzation 
of the facts presented by the author means absolutely nothing. He infers that 
she died as a result of an accident. The court having been presented with de- 
tailed medical evidence determined that the accident described in the article was 
not the cause of her death. We see no plausible logic in the author’s inference 
that a provision covering accidental death should be payable despite the fact 
that death was not accidental. 

The case of the Delaware man who died after having fallen down steps in an 
effort to escape an irate husband toward whose wife the Delaware man had been 
making improper advances, also is presented in a dubious light. Most courts and 
most citizens look with disfavor on such activities and believe that good public 
policy does not entitle individuals involved in such nefarious activities to be able 
to protect themselves insurancewise. Incidentally, the facts were not properly 
presented in the case. The individual did not fall. He was under the influence 
of liquor and the husband caught him and assisted in his rapid descent. Likewise 
the facts of the case involving the Ohioan named Furjasz were incomplete and 
presented a false implication. 

At least three of the remaining cases—Lunnie Boney, the Texas woman who 
was fatally injured by monoxide poisoning from the fumes of her bathroom gas 
heater; Ross Bounds, the Mississippian killed in an auto accident while illegally 
transporting liquor ; and Annabel Baker, the Ohio housewife who poured kerosene 
on a balky fire—did not even involve accident and health insurance. ‘They were 
double-indemnity life insurance cases. The author said: “I am attacking only 
one kind of insurance—health and accident policies.” 

The general public is well aware that the double-indemnity portion of life 
insurance is not intended to be complete accident and health protection. This 
insurance is secondary to the regular life coverage and is relatively inexpensive. 
It is not sold as full protection accident and health insurance. Yet the author 
comments about the Bounds case: “Is that the kind of an accident you would 
expect an accident policy to cover? Of course it is.” He does not disclose to his 
readers the fact that the case involved only the double indemnity portion of a 
life insurance contract—the life insurance feature having been paid without 
contest. 

To round out his attack, the author quotes figures which the average reader 
would assume are authoritatively supplied by the commissioner of insurance of 
the State of Michigan. A Reader’s Digest staff member wrote the department 
and asked: “Is it correct that Michigan’s State Insurance Department found that 
71 percent of all insurance complaints were in the health and accident field?” To 
this Michigan’s insurance commissioner, Joseph A. Navarre, replied: “We took 
the pains to make an analysis of the so-called complaints file and found that the 
percentage as indicated by you would be incorrect and most misleading.” Com- 
missioner Navarre went on to invite further correspondence and to note that 
the quoting of such statistics without proper and adequate explanation would 
also be misleading. 

Insurance people know, but the general public does not, that complaints statis- 
tics are meaningless unless measured against claims paid or claims handled. In 
an authoritative survey made several years ago, it was found that only one- 
tenth of 1 percent of health and accident claims result in complaints. The author 
made no mention of such realistic information. 

In concluding the article, the author asserts that the “National Association 
of Insurance Commissioners is working to bring about nationwide uniformity.” 
This much is true, but his inference that this is an effort to clean up an insur- 
ance black sheep is not. The industry is wholeheartedly supporting the legisla- 
tive program endorsed by the National Association of Insurance Commissioners. 
This organization, its member companies, and others in the industry have spent 
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time, effort, and money to get the legislation adopted. The program is indeed 
directed toward uniformity. A comparison of the uniform individual policy 
provisions law, presently the law being offered, and the standard provisions law 
which was the basic part of the program begun in 1912, will demonstrate that 
the new law simplifies the provisions and leaves room for the development of 
better coverages. It does not take a different directional pattern than did the 
old law; i. e., it does not weed out black sheep. 

Aside from his charges against the health and accident insurance industry, 
the author has indirectly maligned others. He has attacked the judges who have 
decided the cases which he has used as examples. He has attacked the court 
system itself when he says: “Litigation carried to the highest courts may take 
years and cost more than the customer would recover.”’ Most Americans, aware 
that a democratic society has shortcomings, still prefer our system. Even a 
casual reader should know that companies could ill afford litigation costing more 
than the claim is worth. A quick check of any court calendar anywhere is all 
that is needed for an outsider to learn that there is no concentration of cases 
involving health and accident insurance despite the fact that over 85 million 
Americans have hospitalization insurance alone—one of several coverages sold 
by accident and health writing companies. 

sy inferring that policies containing the clauses and exceptions mentioned 
are relatively normal and by flatly stating that at long last “a reform movement 
[among the supervisory officials] is under way,” the author has attacked the 
regulatory officials. These people are charged with supervising a vast financial 
empire, a part of which is represented by the more than $2 billion accident and 
health insurance industry. To assume that the insurance departments are 
staffed with individuals who could not previously find fault with the sort of prac- 
tices the author describes is highly insulting and certainly inaccurate. 

Most important, the author has adversely affected countless citizens who have 
read the article and thought it to be a true recitation of the facts. Many of 
these people have contacted their insurance companies and others will contact 
them in the future. Some will drop coverage valuable to them, and some will go 
to the various State insurance departments and further burden these officials. A 
few might have been led to conclude that a socialistic government-sponsored 
program is preferable to a private-enterprise solution to their health insurance 
needs. It is probable that most all companies will satisfy their policyholders by 
letter or by having their agents revisit the individuals, but all this is expensive, 
and it is an expense that the policyholders themselves will bear in the long run, 

No suggestion that the author is performing a public service in telling people 
to buy carefully can possibly justify the damage that has been done and will be 
done. Of course, people should buy accident and health insurance carefully. 
But the author’s recommendations are of little, if any, value. 

It is very regrettable that a magazine of the standing of Reader’s Digest has 
chosen to publish this article, especially since accurate information is available. 
We hope the Reader’s Digest editors will take a second look and do their best 
to undo as much of the damage as they can. 

Respectfully submitted. 

HEALTH AND ACCIDENT UNDERWRITERS CONFERENCE. 
By Roserr H. RyDMAN, Associate General Counsel. 

SEPTEMBER 14, 1953. 

The CuarrmMan. Well, maybe it could be dismissed that easily, but 
the cases I have had come to my attention, which were not in the 
Reader’s Digest, would indicate that there is a field there which seems 
at times to produce distressing results. 

Mr. FautKner. We would be the first to agree with you, sir, that 
the business is not perfect. The one thing of which we are absolutely 
certain is that it is making substantial progress toward providing 
ever better protection for the American people. 

The Cuatrman. I have no doubt of that and I would not want my 
questions to indicate that I had any but the highest regard for the 
industry you represent so well. 

What do you think of a situation such as this: We are all familiar 
with the Blue Cross, the White Cross, and all the other kinds of crosses 
that have hospital plans. I have in mind the people who put the 








1336 HEALTH INQUIRY 


money into them, believing that they are getting insurance. Do you 
think that there should be any supervision of any kind to make sure 
that those organizations are able to do the things that they promise to 
do and that they are financially responsible, in much the same way that 
the Government examines and watches over the condition of banks ? 

Mr. Fautkner. I believe, sir, that the same kind and degree of su- 
pervision which is extended to insurance companies could properly be 
extended to insurors operating under other labels. The voluntary 
nonprofit associations, like Blue Cross, have done a magnificent job. 
More and more States are recognizing that while we approach the 
problems differently, inherently we are attacking the same problem, 
and that as a result of that insurance department supervision of Blue 
Cross and similar voluntary nonprofit corporations is being extended 
to those cor porat ions. 

The Crairman. Do you think it could be helpful and advisable for 
the Federal Government to have some supervision of these Blue Cross 
plans to the point that they would make certain that they observe 
certain rules and conditions which would provide security, such as 
is now exercised with respect to banks, with the Government itself 
assuming a responsibility if the particular agency—whether it be the 
Blue Cross or White Cross or whatever it is—should fail, the same as 
the Government guarantees deposits now in banks? 

Mr. Fauixner. As to the first part of your question, sir, I believe 
that supervision at the State level is doing a competent job. 

As to the second part of your question, should an insurance carrier 
become embarrassed the opportunity is almost always present for the 
business to be reinsured by another carrier and the benefit carried on. 
I presume that some such arrangement as that would suffice to take 
care of the possibility of any difficulty that a voluntary nonprofit 
organization got into. 

The voluntary nonprofit organizations, however, have an additional 
safeguard against being financially embarrassed, and that is that the 
participating hospitals in effect underwrite the solvency of the Blue 
Cross. In the event of difficulty the hospital simply would not be 
paid its full cost on the patient. So until the plan could get out of 
difficulties the service to the subscriber would still be carried on. 

The Cuatrman. You do not think very well of the Government as- 
suming a responsibility to make certain that the different voluntary 
cross plans should be what they claim to be, and to insure that they 
will continue to be what they must be to provide the benefits which 
people pay for; and that in failing in that then the Government would 
assume a responsibility, the same as it has now with respect to de- 
positors in banks under the Federal insurance system. 

In other words, the Government fixes all kinds of rules and regu- 
lations under which a bank shall operate. They make continual 
examinations to make sure that those rules and regulations are being 
observed and that there is safety for the depositor. And for the small 
fee that is charged to the bank the individual depositor is insured. 

Now I wonder if the same principle—I do not mean in detail— 
generally speaking might not be helpful in making certain that our 
hospitalization and sickness plans and so forth are similarly operated ? 

Mr. Faurxner. If I saw the possibility, sir, of any real difficulty, 
I would agree that such a program might be feasible. I see little 
possibility of any difficulty of that kind, “and because I am convinced 
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that the supervision at the State level is functioning in the public 
interest it would seem to me unnecessary to establish an FDIC for 
insurance companies or anything of the kind. 

(Discussion off the record. ) 

‘The Cuairman. You certainly have indicated to us today that you 
know the subject to which you speak. I can detect, however, that 
there is a hesitancy on your part to recognize that there is any place 
where Government should get into this picture at all. I can see that 
in your remarks. It probably comes from your experience and your 
study, but you must recognize that this committee is faced with a very 
great problem. We are faced with a problem of increasing cost of 
illness that is bec oming a great burden to our people, and if you could 
have sat here and heard, as we did, the testimony that has been given 
with reference to these basic diseases and how many are affected, 
millions of our people, you would probably realize why we take the 
problem as seriously as we do in the hope we will find something that 
will prove helpful. We have not made up our minds. Our questions 
are not an indication of opinion but our way of getting the story, and 
we are seeking to get the story; to ascertain what, if anything, can 
be done or should be done by Federal action. 

Our hearings of this phase have come to an end at this time. We 
adjourn our hearings today until an indefinite day which will be 
determined as circumstances will dictate. In other words, we have 
gathered together a tremendous amount of information, information 
that will have to be digested by the members and by the staff. It will 

take probably a considerable time in which to do that. Our attention 
will be given to that before we resume our hearings. These hearings 
will be ‘resumed, because we have not completed the study that we 
started some 3 weeks ago. I mention this for the reason that I want 
no one to think we have finished. We are still on the threshold of 
what can or should be done, and it will be given continually our very 
best thought and study in the days that are : ahead. 

I do want, as we finish this phase of the hearings, to express my 
appreciation "and the appreciation of the committee to those who have 
come here voluntarily, willingly, all of them active individuals, and 
yet they have been willing to make that sacrifice to come here and 
assist this committee in the work that it is endeavori ing todo. Ihave 
continually found it impossible to find words that will express ade- 
quately to ‘those who have come here and testified our feeling of appre- 
ciation for what you have done in this work that we are trying to do. 

I also want to express appreciation to the members of this com- 
mittee who, over the weeks since Congress has been adjourned, have 
been willing to leave their homes and come back to Washington, with 
inconvenience in many instances, and participate in these hearings. 
We are adjourned. 

(Thereupon, at 1:35 p. m., the hearings were adjourned.) 


x 





